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FIRE AND POLICE EMPLOYEES'
RETIREMENT SYSTEMCITY OF HAL TIMORE
moMAS P. TANEYHll.L. CPA, Executive Director
7 E. Redwood Sueet

19th Aoor
Baltimore. Maryland 21202

MARTIN O'MALLEY, Mayor

December 14, 2005

The Honorable Members of the Board of Trustees
Fire and Police Employees' Retirement System
Baltimore, Maryland

The Fire and Police Employees'Retirement System of the City of Baltimore (F&P, Plan, System) has just
completed its forty-third year of service to the unifonned officers of the Baltimore City Fire and Police
Departments. On behalf of the dedicated staff that serves the System's membership, I am pleased to submit the
Comprehensive Annual Financial Report of the F&P for the fiscal year ended June 30, 2005. The System's
administration is responsible for both the accuracy of the data and the completeness of the presentation, including
all disclosures. To the best of my knowledge and belief, the enclosed data is accurate in all material respects and
is reported in a manner designed to present fairly the financial position and results of operations of the F&P. The
F&P is a component unit of the City of Baltimore.

This report consists of five sections: the Introductory Section contains the Letter of Transmittal, the
Chainnan's Report, the identification of the Board of Trustees, the Organization Chart, and the identification of
the professionals who provide services to the Board of Trustees; the Financial Section contains the Independent
Auditor's Report. the Management's Discussion and Analysis, the financial statements of the System and certain
required supplementary information; the Investment Section contains the Report on Investment Activity,
Investment Objectives and Policies, Investment Results, various investment schedules, and a Schedule of
Investment Professionals; the Actuarial Section contains the independent Actuary's Disclosure Certification,
assumption tables, schedules of valuation data, and a Summary of Plan Provisions; the Statistical Section
includes data pertaining to active and retired members of the System and benefit expenses.

Established July 1, 1962, by City ordinance, the F&P is a defined benefit plan that covers all uniformed
officers of the Baltimore City Fire and Police Deparbnents. The plan also covers certain Maryland Aviation
Administration firefighter/paramedics and certain Maryland Transportation Authority police officers. These
State of Maryland employees were grandfathered to F&P plan coverage by State law.

A11 System-related administrative and benefit provisions are established by City ordinance, as contained
in Article 22 of the Baltimore City Code, and may be amended only by the Mayor and City CoWlcil. The plan
provisions provide a contractual relationship for the membership, unless specifically excepted, whereby benefits
may not be diminished or impaired in any way.

The F&P provides nOmtal service retirement benefits for members who attain age fifty, regardless of
service or who acquire twenty years of membership service, regardless of age. Employees who become members
of the F&P on or after July 1, 2003 must have, in conjunction with the aforementioned, at least ten years of
service as contributing F&P members. Coverage for line-of-duty disability benefits is immediate upon entry into
the System. Disability benefits for non-duty-related injury or iIlness are provided after the attainment of five
years of membership. Line-of-duty death benefits are provided upon membership for any member whose death
results from an injury occurring in the actual performance of duty. After one year of System service, members
are also covered for non-duty-related death benefits. Members who do not reach service retirement benefit
eligibility remain vested in their accumulated member contributions and interest credits. A Deferred Retirement
Option Plan (DROP) is available to members who have attained twenty or more years of service. More complete
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December 14,2005The Board of Trustees
Fire and Police Employees' Retirement System
Ba1~re, Maryland

infonnation on DROP can be found in the Summary of Plan Provisions beginning on page 61

Major Initiatives
The Board of Trustees continued its aggressive schedule of conducting investment management firm

searches to complement its strategic asset allocation plan. A search was completed for value added real estate
fund managers as existing fund investments were nearing the end of their terms and to balance the weighting in
core real estate investment funds. Searches were also conducted for two new allocations, one for a private equity
fund of funds manager and the other for hedge fund of funds managers. In addition, the Board began analysis of
the fixed income portfolio construction and examination of global and absolute return fixed income alternatives.
The Board continued to diversify the F&P investment portfolio across various asset classes and sub-classes.

During fiscal year 2005, the plan provisions mandated that the System's actuary calculate the past and
future costs of the Deferred Retirement Option Plan (DROP), which was established in July 1996. The purpose
of the calculation, the "DROP Test," was to determine whether those costs exceeded the assets allocated to fund
the DROP benefits, and, if so, the City of Baltimore could enact legislation to reduce or eliminate the costs of
DROP, but only with respect to members who have not yet entered DROP. The "DROP Test" found that the
costs did exceed the assets allocated to fund the benefit The results were reported to the Mayor and Director of
Finance. Alternatives to the existing DROP continue to be evaluated by the administration beyond the end of
fiscal year 2005.

Efforts to relocate the F&P staff to new pennanent offices continued throughout the year. In July 2004,
the staff moved to temporary office space while awaiting the fmalization of the construction bid process and
selection of a contractor for pennanent office quarters. Once the construction process began, staff attended
regularly scheduled construction update meetings. The move to the permanent office location occUlTed after
fiscal year end.

Financial Information
This report has been prepared in accordance with the principles of governmental accounting and

reporting promulgated by the Governmental Accounting Standards Board. The accrual basis of accounting is
used to record assets and liabilities, revenues and expenses. Revenues are recorded when earned, regardless of
the date of collection. Expenses are recorded when liabilities are incurred, regardless of when payment is made.

Generally accepted accounting principles require that management provide a narrative introduction, an
overview, and an analysis to accompany the basic financial statements in the fonn of Management's Discussion
and Analysis (MD&A). This letter of transmittal is designed to complement MD&A and should be read in
conjunction with it. The F&P's MD&A can be found on page 17 ilmnediately following the report of the
independent auditor in the Financial Section of this report.

The System's administration is responsible for establishing and maintaining an internal control structure
designed to ensure that the assets of the F&P are protected from loss, theft, or misuse and to ensure that adequate
accounting data are compiled to allow for the preparation of fInancial statements in conformity with generally
accepted accounting principles. The internal control structure is designed to provide reasonable, but not absolute,
assurance that these objectives are met. The concept of reasonable assurance recognizes that the cost of a control
should not exceed the benefits likely to be derived, and that the valuation of costs and benefits requires estimates
and judgments by the System's administration.

Sufficient internal accounting controls exist to provide reasonable assurance regarding the safekeeping of
assets and the fair presentation of the financial statements and supporting schedules.
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Dccenmer 14,2005The Board of Trustees
Fire and Police Employees' Retirement System
BaltiImre, Maryland

Additions To Plan Net Assets
Income from investments and the collection of employer and member contributions provide the reserves

needed to finance retirement benefits. On a relative basis, the F&P's investment portfolio perfonned very well
by ranking in the third percentile of the Independent Consultant's Cooperative (ICC) public fund universe with a
12.1% total return for the year ended June 30, 2005. The System's fiscal year 2005 perfonnance was led by the
international equities portfolio with a 24.1 % return, followed by the real estate portfolio with a return of 20.2%.
Employer contributions increased 14.00/0 due to higher active member payroll and negative investment
perfonnance in prior years. Member contributions decreased slightly from fiscal year 2004 to fiscal year 2005
because in fiscal year 2004 the City Police Department members had more than the nonnal number of bi-weekly
pays in that year. Member contributions are made each and every bi-weekly pay period.

Deductions From Plan Net Assets
The main purpose of a retirement system is to pay benefits. For the F&P, the cost of such benefits

includes periodically paid retirement benefits, lump sum DROP distributions, refunds of accumulated
contributions to terminated members, lump sum death benefits and the cost of administering the System.

Fiscal Year 2005 retirement benefits increased due to the number of members who have retired and who
attained Full DROP retirement benefit status. Retirement benefits also increased because of a 4.05% post-
retirement increase that commenced in January 2005 to all eligible retirees and beneficiaries. Refwtds of
member contributions increased due to a 32.0% increase in the number of members who terminated covered
employment from 103 in fiscal year 2004 to 136 in fiscal year 2005. Administrative expenses incurred during
fiscal year 2005 increased due to higher personnel costs and the commencement of lease payments for office
space.



December 14.2005The Board ofTrostees
Fire and Police Employees' Retirement System
Bal~re, Maryland

Investments
As provided for in the plan provisions, the Board of Trustees is authorized to invest the System's assets

and to take appropriate action regarding the investment, management, and custodianship of plan assets. The
investment responsibilities of the Board include establishing reasonable investment objectives, developing
investment policy guidelines, selecting investment managers, and evaluating performance results to assure
adherence to guidelines and the achievement of objectives.

An investment authority known as the "prudent person rule" governs the Board's investment of System
assets. The '"prudent person rule" establishes a standard for all fiduciaries, which includes anyone who has
authority with respect to the fund. The "prudent person rule" states that fiduciaries shall discharge their duties
solely in the interest of the plan participants and beneficiaries, and with the degree of diligence, care, and skill
that prudent men and women would ordinarily exercise under similar circumstances in a like position.

The Board recognizes that the objective of a sound and prudent policy is to both produce investment
results that will preserve the plan's assets and maximize the earnings of the System consistent with its long-term
needs. Furthen1lOre, through the diversification of plan assets over various investment classifications, the Board
recognizes the need to maintain a balanced investment approach to not only maximize investment results, but to
also reduce risk. For fiscal years 2005 and 2004, investments provided rates of return of 12.1% and 16.2%,
respectively. The System earned annualized rates ofretum of9.5% over the past three years and 2.4% over the
last five years.

Plan Funding
A key measure of the health of a retirement system is the level of funding: The better the level of

funding, the larger the ratio of assets accumulated to the actuarial accrued liabilities and the greater the level of
investment income potential. A better level of funding gives the participants a higher degree of assurance that
their pension benefits are secure. The advantage of a well-funded plan is that assets are irrevocably committed to
the payment of benefits. The Board's and the City's dedication to provide a financially sound retirement plan for
its members is illustrated in the "Schedule of Funding Progress" found on page 30. This schedule compares the
accrued liabilities, calculated according to the plan funding method, to the actuarial value of assets. This
illustration presents the historical progress made by the F&P toward the funding of those liabilities. The "funded
ratio" is an indication of the strength of the System. The F&P remains strong on an actuarial basis.

Independent Audit
The Baltimore City Code stipulates that the Board of Estimates shall select an independent auditor for

the F&P and that the auditor shall report his findings annually to the Board of Estimates and to the Board of
Trustees. The Board of Estimates elected to have the City Auditor render his opinion as to the fairness of the
System's financial statements. The auditor's report is contained in the Financial Section of this report.

Professioaal Services
The Board of Trustees appoints consultants and investment managers subject to approval by the City's

policy making and approval board, the Board of Estimates. These professionals have been chosen based on their
ability to provide services that are essential to the effective and efficient operation of the System. All of the
professionals who provide service to the Board of Trustees are listed in the Introductory Section on page 13 and
in the Investment Section on pages 49 and 50.
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December 14,2005The Board of Trustees
Fire and Police Employees' Retirement System
Baltimore, Maryland

Certificate of Achievement
The Government Finance Officers Association of the United States and Canada (GFOA) awarded a

Certificate of Achievement for Excellence in Financial Reporting to the Fire and Police Employees' Retirement
System, City of Baltimore. Maryland for its comprehensive annual financial report for the fiscal year ended June
30. 2004. This was the twenty-second consecutive year (fiscal years 1983-2004) that the F&P has achieved this
prestigious award. In order to be awarded a Certificate of Achievement. a governmental unit must publish an
easily readable and efficiently organized comprehensive annual financial report. This report must satisfy both
generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. I believe that this current report
continues to meet the Certificate of Achievement Program requirements. I am submitting it to the GFOA to
determine its eligibility for another certificate.

Acknowledgmenu
The preparation of this report could not be accomplished without the dedicated efforts of the System's

Accounting staff. I would like to express my appreciation to all who assisted and contributed to its preparation.

This report is intended to provide complete and reliable information as a basis for making management
decisions, as a means of determining compliance with legal provisions, and as a means for determining
responsible stewardship for the assets contributed by the members and the City of Baltimore.

This report is being forwarded to the Mayor, the Comptroller, the President of the City Council, and
other members of the Board of Estimates, to all members of the City Council, and to the Fire and Police
Departments so that all members of the F&P will have the opportunity to review it. Hopefully, the administration
of the City and the membership of the System will find this report both informative and helpful.

I would like to take this opportunity to express my gratitude to the Board of Trustees, the F&P's
dedicated staff, the System's consultants, investment managers and advisors, all of whom have worked diligently
to assure the successful operation of the System.

ZY;;'.t- Vl

Thomas P . TaneYhi~~
Executive Director
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Fire and Police Employees' Retirement System
City ofBaltin"K>re, Maryland
BOARD OF TRUSTEES

Elected by active Fire Department members
Tenn expires June 30, 2006

Stephan G. Fugate, Chaim1an***
Fire Captain
Baltimore City Fire Deparbnent

Elected by retired Fire Department members
Tenn expires J\Ble 30, 2006

Edward C. Heckrotte Sr., Vice-Cbainnan
Pump Operator, retired
BaltjnX)re City Fire ~nt

Ex-officioCorey D. Curbeam..
Deputy Chief
Baltimore City Fire Department

Ex-officioErrol L. Dutton.
Deputy Connnissioner
Baltim:>re City Police Department

Elected by active Police DepartJMDt members
Tenn expires June 30, 2008

Steven E. Riston
Police Sergeant
Baltimore City Police Depamrent

Appomted by the Mayor
Tenn expires December 6, 2007

Peter E. Keith, Esquire
Parbler
Gallagher, Evelius & Jones, LLP
Baltimore, Maryland

Joan M. Pratt, CPA...
Co~1ro1ler
City of Baltimore

Ex-officio

Appointed by die Mayor
Term expires December 6, 2007

Robert W. Schaefer...
Executive Director
France-Merrick FoWldation
Towson. Maryland

Elected by retired Police Deparbnent members
Term expires June 30, 2008

Theodore I. Weintraub...
Major, retired
Baltimore City Police Department

Elected active and retired member Trustees serve four-year tenm. Trustees appointed by the Mayor serve tenm concurrent
with the Mayor's tenn (nonnally a four-year term). Appointed trustees continue to serve until replaced by the Mayor, or until
the expiration of two consecutive full terms. There are no term limits for elected trustees. The ex-officio members to the Board
are the City Comptroller, the Police Commissioner and the Fire Chief. The Board Chainmn and Vice-Chainnan are elected by
the members of the Board of Trustees.

*Deputy Commissioner Dutton was designated by Police Commissioner Leonard Hannn to be his representative on the Board.
**Deputy ChiefCurbeam was designated by Fire Chief William Goodwin to be his representative on the Board.

***Denotes Investment Committee members who are elected to the committee by the members of the Board of Trustees.
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FIRE AND POLICE EMPLOYEES'
RETIREMENT SYSTEMCITY OF BALTIMORE
THOMAS P. TANEYHll.L, CPA. Executive Director
7 E. Redwood Street
19th Floor
Baltimore. Maryland 21202

MARTIN O'MALLEY, Mayor

December 14,2005

To All Members, Retirees, and Beneficiaries
Fire and Police Employees' Retirement System

The most recent fiscal year solidified our position as a top quartile fund in tenDS of investment
performance when compared to our peers in what continues to be a very difficult market environment. That
significant and continuing turn-around in a relatively short period of time is a result of the aggressive
implementation of a refmed asset allocation developed by our consultant. Summit Strategies, and adopted by
the Board of Trustees. Surely easier said than done, the movement of assets to reflect the new allocation
required a tremendous, time-consurning effort by the Board, Summit Strategies and our staff all under the
guidance and supervision of our Executive Director Tom Taneyhill.

Though nearly complete and performing well, any fund's asset allocation must remain somewhat
flexible and fluid to respond to changes in our now global economy as well as internal issues associated with
short and long term liabilities. Successfully functioning in such an ever-changing and challenging economic
atmosphere requires constant monitoring and assessment of existing positions and new opportunities.

This year also witnessed the culmination of a physical move to pennanent office space to better serve
our members and their needs from initial enrollment through retirement and everything in between. Once again,
while different from a change of asset allocation, the transition from City Hall to temporary space and
ultimately to permanent space could not have been accomplished without the dedication and hard work of our

staff.

There were also several very positive additions to the Board of Trustees in filling vacated positions.
Deputy Police Commissioner Errol L. Dutton has been appointed to represent Commissioner Leonard Hamm;
Deputy Chief Corey D. Curbeam will represent Fire Chief William J. Goodwin, Jr. and Mr. Peter Keith, Esq.
has been appointed by Mayor O'Malley to serve on the Board. We are pleased to note that Mr. Robert Schaefer
has been re-appointed by Mayor O'Malley and we highly value the expertise and experience Mr. Schaefer
brings to the Board.

Finally work has begun on the evaluation and review of some key benefit structures within our system
in consideration of the basic Plan solvency. Specifically, our current Deferred Retirement Option Plan (DROP)
and the formula for post-retirement increases known as the Variable Annuity will be put to forward looking
actuarial testing aimed at preserving the benefits while controlling the costs. The ultimate goal of such work is
the preservation of our defined benefit retirement system that meets the retirement needs of our Plan
participants and beneficiaries. /'

I y. ,
. Fugate~alnnan

B ard of Trustees
\\
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Fire and Police Employees' Retire~nt System
City of Baltimore, Maryland
LEGAL AND GENERAL COUNSEL, ACTUARY, AND INDEPENDENT AUDITOR

LEGAL COUNSEL

Law Dep~t
City ofBaltinX>re
Ralph Tyler, Esq.

Richard E. Kagan. Esq.

GENERAL COUNSEL

Fire and Police Employees' Retirement System
City of Baltimore

Abraham M. Schwartz, Esq.

ACTUARY

Mercer Hwnan Resource Consulting
Douglas L. Rowe, F .SA

BaltjnK)re, Maryland

INDEPENDENT AUDITOR-- -- -

Deparbnent of Audits
City ofBaltinX>re

Robert L. McCarty, Jr., CPA

See pages 49 and 50 in the Investment Section for a list of inves~nt professionals.
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DEPA'RTMENT OF AUDITS

CI1:Y OF BALTIMORE

MARTIN O'MALLEY, Mayor

ROBERT L. McCARTY, JR., CPA
Acting City Auditor

Room 321, City H.II
Baltimore, Maryland 21202
TelcpbOlle: (41O) 396-4783
Telefax: (410) S4S-3961

D«:ember 14.2005
Honorable Joan M. Pratt, Comptroller

And Other Members of dte
Board of Estimates ofdte
City of Baltimore

Board of Trustees ofdte
Fire and Police Employees' Retirement System

INDEPENDENT AUDUOR'S REPORT

We have audited the accompanying basic financial statements of the Fire and Police Employees' Retirement System of the City of
Baltimore, Maryland, a componmt unit of the City of Baltimore, as of and for the year ended June 30, 2005, as listed in the table of
contents. These financial statements are the responsibility of the Fire and Police Employees' Retirement System's management.
Our responsibility is to express an opinion on these financial statemmts based on our audit.

We conducted our audit in accordance with auditing standards gen~y accepted in the United States and the standards applicable
to fmancial audits contained in Government Auditing StandardJ, issued by the Comptroll« Gen«al of the United States. Those
standards require that we plan and perfOIDl the audit to obtain reasonable assurance about whetba' the financial statemmts are free
of material misstatemmt. We were not mgage<i to perfOIDl an audit of the Fire and Police Employees' Retirement System's
internal control ova- financial reporting. Our audit included consideration of in~ control ova' financial reporting as a basis for
desiglting audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Fire and Police Employees' Retirement System's internal control ova' financial reporting. Accordingly, we
express no such opinion. An audit includes examining, on a test basis, evidmce supporting the amounts and disclosurcs in the
financial statemmts. An audit also includes assessing the accounting principles used and significant estimates made by
managemmt, as well as evaluating the overall financial statemmt p~tation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above presmt fairly, in all material respects, the plan net assets of the Fire and
Police Employees' Retirement System as of June 30, 2005, and the changes in plan net assets for the year then a1ded, ~ confotlnity
with accounting principles genC2'ally accepted in the United States.

In accordance with Government Auditing Standards, we have also issued our report, dated December 14, 200S, on our consideration
of die Fire and Police Emplo~' Retiremmt System's internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, ~ and grant agreemmts and oth« matters. The p~ of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the intanal control over financial reporting or 00 compliance. That report is an integral part of an audit
pafOrDled in accordance with Government Auditing Standards and should be considered in assessing the results of our audit.

The Management's Discussion and Analysis, as listed in die table of contmts, is not a part of die basic financial statemmts but is
supplemmtary information required by the Go~enta1 Accounting Standards Board. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of measurement and presaltation of die
Managemmt's Discussion and Analysis. However, we did not audit die infonnation and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statemalts that collectively comprise the Fire and
Police Employees' Retirement System's basic financial statements. The introductory section, required supplemmtary information
and supporting schedules, invesbnent section, actuarial section and statistical section, as listed in the table of contmts, are presented
for purposes of additional analysis and are not a required part of the basic financial statemmts. The required supplemmtary
information and supporting schedules have been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, are fairly stated in all material respects in relation to the basic financial statements takm as a whole.
The introductory section, invesbnent section, actuarial section and statistical section have not bea1 subjected to the auditing
procedures applied in the audit of die basic financial statements and, accordingly, we express no opinion on them.

1';

Robat L. McCarty, Ir., CPA ,..
Acting City Auditor



Fire and Police Employees' Retirement System
City of Baltimore, Maryland
MANAGEMENT'S DISCUSSION AND ANALYSIS

We are pleased to provide this overview and analysis of the fmancial activities of the Fire and Police Employees' Retirement
System (F&P, Plan, System) for the fiscal year ended June 30, 2005. Readers are encouraged to consider the information
presented here in conjunction with additional infom1ation furnished in the Transmittal Letter, which begins on page 5 of this

report.

Financial Highlights

The net assets of dte F&P at dte fiscal year ended June 30, 2005 are $2.0 billion. All of dte net assets are available to
meet dte ongoing obligations to plan participants and dteir beneficiaries.

)-.

The net assets held in trust for pension benefits increased by $120.0 million or 6.3%, primarily as a result of the strong
positive returns by the system's domestic and international equity portfolios and real estate portfolio.

)-

The total investment portfolio rate of return for the fiscal year ended June 30, 2005 was 12.1 % compared to the fIScal
year ended June 30, 2004 rate of return of 16.2%. The 12.1% return for fiscal year 2005 ranked the F&P in the 3rd
percentile of the Independent Consultants' Cooperative public fund universe.

~

The F&P's funding objective is to meet benefit obligations by achieving an 8.25% investment rate of return over the
long-tenn, through employer and member contributions. As of June 30, 2005, the date of the system's last actuarial
valuation, the F&P was slightly under-funded on an actuarial basis. The funded ratio for the F&P was 95.96/0. In general,
this indicates that the F&P has approximately $0.96 of assets to cover every dollar of benefits due.

~

Revenues (Additions to Plan Net Assets) for the year were $282.7 million, an increase of $1.9 million from the prior year
revenues of $280.8 million. Current year revenues include member and employer contributions of $64.0 million, net
investment income of$218.3 million, and net securities lending income of $0.4 million.

~

Expenses (Deductions from Plan Net Assets) were $162.4 million in the current year, an increase of $7.5 million from the
prior year expenses of $154.9 million. Retirement allowances increased $9.1 million to $136.0 million. Lump-sum
distributions to members who retired from the Deferred Retirement Option Plan (DROP) decreased by $2.2 million to
$22.3 million. The increase in the retirement benefits is mainly attributable to service benefits for members delaying
retirement to obtain Full DROP retirement benefits at higher compensation levels and a 4.05% post-retirement increase.

~

Expenditures relating to the relocation of the F&P offices continued in fiscal year 2005. Capital assets, which are
recorded at cost, include capitalized costs relating to leasehold improvements, computer equipment and office furniture.
Leasehold improvements and office furniture are depreciated on a straight-line basis over 15 years, the life of the building
lease. The computer equipment is depreciated on a straight-line basis over a 5 year useful life.

»

Overview of Financial Statements
The following discussion and analysis are intended to serve as an introduction to the F&P financial statements and the

Financial Section of this report.

The Statement of Plan Net Assets provides a snapshot of the ftnancial position of the F&P at June 30, 2005, the end of
the plan's financial year. It indicates the total assets and total liabilities at June 30, 2005, and the net assets available for
future payment of retirement benefits and operating expenditures.

The Statement of Changes in Plan Net Assets, on the other hand, sunnnarizes the F&P fmancial activities that occurred
during the plan's fmancial year from July 1,2004 through June 30, 2005.

The Notes to the Basic Financial Statements provide additional infomlation that is essential to a full understanding of
the data provided in the financial statements. The notes are an integral part of the financial statements and include
detailed information not readily evident in the basic fInancial statements.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
MANAGEMENT'S DISCUSSION AND ANALYSIS

The statements and the notes are in confomUty with the accounting principles generally accepted in the United States.
These principles require certain fmancial statement presentations and disclosures including the use of the accrual basis of
accounting to record assets and liabilities, and revenues and expenses. The Statement of Plan Net Assets presents the
F&P assets and liabilities, as well as, the net assets available for future retirement benefits and operating expenses at June
30, 2005. The assets comprise cash and cash equivalents, which are fIXed income instruments with one year or less to
maturity; receivables, which are mainly from investment activity; investments at fair market value; securities lending
collateral; and capital assets, which includes computer equipment, office furniture and leasehold improvements.
Securities traded on national or international exchanges are valued at the last reported sale price at current exchange
rates. Purchases and sales of investments are recorded on a trade date basis. The fair value of real estate holdings is
based primarily on appraisals by third-party appraisers. The liabilities comprise payables for securities lending collateral,
certain investment activity, lump sum distnoutions payable to members and administrative expenses.

The Statement of Changes in Plan Net Assets presents infommtion showing how the F&P net assets changed during the
fiscal year ended June 30, 2005. Employer contributions are recognized when a fonnal conmritment has been made by
the employer to provide the contributions. Member contributions are recognized in the period in which the contributions
are due. All investment gains and losses are recorded at trade date. Both realized and unrealized gains and losses are
shown on investments. Benefits and refunds are recognized when due and payable in accordance with the terms of the

plan provisions.

The Statement of Plan Net Assets and the Statement of Changes in Plan Net Assets can be found on pages 21 and 22 of
this report.

The Required Supplementary Information that follows innnediately after the notes to the basic financial statements
provides two schedules showing ten-year historical trend infonnation concerning the funded status of the F&P and
contributions made by the employer. See the Required Supplementary Information beginning on page 30 of this report.

The remaining supplemental schedules provide additional detailed information concerning operating expenses,
investment expenses and payments to consultants. All of this information is considered useful in understanding and
evaluating the financial activities of the F &P .

Financial Analysis
The examination of plan net assets over time may serve as a useful indicator of the financial position of the F&P. At June
30,2005, assets exceeded liabilities by $2.0 billion. All of the net assets are available to meet the ongoing obligations to
the F&P participants and beneficiaries. As of June 30, 2005, total net assets increased by 6.3% over the prior year
primarily due to the increase in the fair value of the System's domestic and international equity securities and real estate
portfolios. The System's management believes that the F&P remains in a strong fInancial position to meet its obligations
to the membership.

Plan Net Assets
For the Fiscal Years ended June 30, 2005 and 2004

Increase Percentage
2005 2004 (Decrease) Chan2e

$ 85,426,815 $ 81,325,051 $ 4,101,764
1,178,367 442,309 736,058

2,234,086,982 2,138,247,292 95,839,690
1,310,692,164 1,210,014,652 100,677,512

304,642,050 324,307,181 ~19,665,131t

5.0%
166.4

4.5
4.5

(6.1)
(6.1)
63-1.

Current assets
Capital assets
Investments at fair value
Total Assets

Current liabilities
Total Liabilities

Net Assets
304.642.050 324.307.181 (19.665.131)

$2.016.050.114 $1.895.707.471 $120.342.643
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
MANAGEMENT'S DISCUSSION AND ANALYSIS

Investment Assets
The Board of Trustees is a long-tenD investor that manages its assets with long-term objectives in mind. A primary
element of the F&P investment philosophy is that diversification among various asset classes lowers investment risk and
it is the best way to achieve its investment objectives to fund plan benefits and reduce required employer contributions.

Investments are stated at fair value rather than at cost and include the recognition of unrealized gains and losses in the
current period. The rate of return on investments for the year ended June 30, 2005 was 12.1 %, which was attributed to
positive performance in the domestic equity portfolio and very strong performance in the international equity and real
estate portfolios. The total portfolio annualized rate of return for the last three and five-year periods ended June 30, 2005
was 9.5% and 2.4%, respectively. The diversification of the F&P's assets across multiple classes and strategies
minimizes the risk of large losses. The F&P's long-term actuarial investment return assumption is 8.25%.

The F&P invests in domestic and international equities, domestic fixed income, hedge funds and real estate. The System
also participates in a securities lending program which is managed by the System's custodian bank. External investment
management flrJDS selected by the Board of Trustees manage all assets. Mellon Global Securities Services, the F&P's

custodian bank, holds all marketable securities in custody.

Beginning on page 38 of this report, the Investment Section gives detailed information on the F&P investment policies.
See page 45 for the comparison of the asset allocation targets established by the Board of Trustees to the actual asset

allocation at June 30, 2005.

LiabilitiesThe current liabilities are payables incurred by the transaction activity of the investment assets, the lump sum benefits

payable to members, and the operating expenses of the F&P office.

Plan Net Assets
S2.048

~

S2,050,OOO,OOO -(

S2,OOO,OOO,000 -

SI,950,OOO,000 -,

S 1,900,000,000 -r
~
.... SI,850,OOO,OOO-=
0

Q $1,800,000,000-

St,7S0,OOO,OOO

t$1,700,000,000

SI,6S0,000,000 -

$1,600,000,000 *5'200420032002_.I

Fiscal Years Ended June 30

1.9
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Fire and Police Employees' Retire~t System
City of Baltim:>re, Maryland
MANAGEMENT'S DISCUSSION AND ANALYSIS

Changes in Plan Net Assets
For the Fiscal Years Ended June 30, 2005 and 2004

Increase
2005 2004 (Decrease)

Additions
Net investment income $ 218.297.510 $222.184.012 $ (3.886,502)
Employer contributions 48.666.701 42.699.166 5.967,535
Member contributions 15.359.931 15.421.154 (61,223)
Net securities lending income 389.616 536.506 (146.890)
Total Additions 282,713,758 280,840,838 1,872,920

135,950,256 126,884,291 9,065,965
22,253,341 24,494,758 (2,241,417)
2,143,390 1,905,163 238,227
1,403,449 1,093,504 309,945

620.679 551.962 68.717

162.371.115 154.929.678 7.441.437

$120.342.643 $125.911.160 $ (5.568.517)

Deductions
Retire~nt allowances
Lwnp sum DROP pa~nts
Administrative expenses
Refunds of member conbibutions
Death benefits

Total Deductions

Net Increase (Decrease)

Investment Income and Contributions
In fiscal year 2005, the F&P's invesbnent portfolio benefited from the growth in the global equity markets and very
strong domestic real estate markets. The do~tic and international equity portfolios retUrned 9.9D/o and 24.1%,
respectively, and the real estate portfolio returned 20.2% in fISCal year 2005. The net investment income is reduced by
investlIx:Dt expenses, which were $6.7 million and $4.6 million for fiscal years 2005 and 2004, respectively. In fiscal
year 2005, the City of Baltimore contributed $48.3 million, compared to $42.4 million in fiscal year 2004. The $6.0
million increase in the City's fiscal year 2005 employer contnoution was mainly due to poor inves~nt perfommnce
resulting from the dramatic downturn in the global equity markets in previous years. Member contributions decreased
because in fiscal year 2004 Police Depa~ nx:mbers had twenty-seven biweekly pays. one DX>re than the nonnaJ
twenty-six pays that occurred in fiscal year 2005.

Retirement Benefits and Administrative Expenses
The F&P was created to provide lifetime service retirement and permanent disability benefits to eligible members and
their beneficiaries, and death benefits to eligible survivors. The cost of such prograIm includes recurring retire~t
benefit payments, lump-sum payments to Deferred Retire~nt Option Plan participants, lump sum death benefits, refunds
to terminated members, and the cost of administering the system

The primary source of expense during fiscal year 2005 was for the pa~t of continuing retir~nt benefits totaling
$136.0 million, which compares to $126.9 million for fiscal year 2004. Retirenx:nt allowances increased $9.1 million
due to a post-retirement increase of 4.050/0, an increase in the number of benefit recipients and the number of ~mbers
now retiring at higher compensation levels on Full DROP retirement benefits. Administrative expenses increased
because of higher personnel costs and the lease pa~ts for new office space.

Requests for Information
This report is designed to provide a general overview of the F&P's fmancial activity. Questions concerning any of the
information provided in this report or requests for additional financial information should be addressed to:

Thomas P. Taneyhill, CPA, Executive Director
Fire and Police Employees' Retirement System

7 East Redwood Street, 19111 Floor
Baltimore, Maryland 21202
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland,
STATEMENT OF PLAN NET ASSETS
June 30, 2005

$ 74,555,923
Assets
Cash and Cash Equivalents

Receivables
Accrued income
Investments sold
Other receivables
Total Receivables

S 5,259,879
5,600,816

10,197
10,870,892

1,074,549,306
655.296,726
169,226,901
79,705,071

,978,778,004

Investments, at fair value
Stocks
Bonds
Real estate
Hedge funds

Totallnvestments

386,244
115,180
676,943

1,178,367

Capital Assets, net of depreciation

Computer equipment
Office furniture
Leasehold improvements
Total Capital Assets, net of depreciation

2SS,308,978Securities Lending Collateral

2,320,692,164Total Assets

255,308,978
43,962,682
3,310,916
1,478,487

483,616
97,371

Liabilities
Securities lending collateral
Investments purchased
Lump sum benefits payable
Investment management fees payable
Administrative expenses payable
Other accounts payable
Total Liabilities 304,642,050

$2,016,050,114Net Assets Held in Trust for Pension Benefits

A schedule of funding progress is presented on page 30

The notes to the basic fmancial statements are an integral part of this statement.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
STATEMENT OF CHANGES IN PLAN NET ASSETS
For the Year Ended June 30, 2005

Additions
Contributions
Employers
Plan members

Total Contributions

$48,666,701
15,359,931

s 64,026,632

39,854,540
178,447,959

6,65 I ,544
(6,656,533)

Investment Income
Interest and dividends
Net appreciation in fair value of investments
Real estate income
Less: Investment expenses
Net Investment Income 218,297.510

SS6,554
(166,938)

Securities lending income
Less: Securities lending expenses
Net Securities lending income 389.616

Total Additions 282,713~

135,950,256
22,253,341
2.143,390
1,403,449

620,679

Deductions
Retirement allowances
Lump sum DROP payments
Administrative expenses
Refunds of member contributions
Death benefits
Total Deductions 162,371.11'

Net Increase 120,342,643

Net Assets Held in Trust for Pension Benefits
July 1, 2004 1,895,707,471

June 30, 2005 $2,016,050,114

The notes to the basic financial statements are an integral part of this statement.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

Plan Description:1.
The Fire and Police Employees' Ret~nt System of the City of Balti1IX)re (F&P, Plan, System) is the administrator of a
single employer defined benefit local government retirement plan. Established July 1, 1962, the plan covers all unifomted
personnel of the Baltimore City Fire and Police Departments. In addition, the plan includes twenty-five fire and police officers
who are employees of the State of Maryland; this contingent emanated from when the City of BaItinX>re owned the Baltimore/
Washington International Thurgood MarshaII Airport. Based on criteria established by the Govemrrr,ntal Accounting
Standards Board, the F&P is a co~nent unit of the City of BaltiJmre and is included in the City's financial report as a public

employees retirement system (PERS).

At J\JDe 30, 2005, the F&P ~mbership consisted of:

Retirees and beneficiaries currently
receiving benefits

Active plan IIK:ni>ers
Total

5.578
.4..§2Q

~

The F&P provides normal service retirement benefits, as well as, death and disability benefits in accordance with Article 22 of
d1e BaltiImre City Code, which may be amended only by the Mayor and City Council. The reduction of benefits is precluded
by the City Code. Membership in the System is mandatory upon employment

Post retirement benefit increases are provided to those eligible retirees and beneficiaries when the plan is detemrined at June 30
to have excess investment earnings, as specified by law. See the description of the Paid Up Benefit Reserve and the

Contingency Reserve as noted under "Contnbutions and Reserves" in Note 3.

2. Summary of Significant Accounting Policies:

Basis of Presentation:
The acco\Ulting and financial reporting policies of the F&P included in this report confofDl to accounting principles generally
accepted in the United States and reporting standards as promulgated by the Governmental Acco\Ulting Standards Board, which
designates acco\Ulting principles and financial reporting standards applicable to PERS. This report includes solely the acco\Ults
of the F&P, a component unit of the City of Baltimore.

There are no component units of the F &P based on the nature of operational or fInancial relationships.

Basis of Accounting:
These financial statements have been prepared on the accrual basis of accounting. whereby revenues are recorded when they
are earned, expenses are recorded when liabilities are incurred, and investment purchases and sales are recorded as of their
trade date. Member contributions are recognized in the period in which the conmoutions are due. Employer contributions are
recognized when due and the employer has made a fomJal commitment to provide the conmoutions. Benefits and refunds are
recognized when due and payable in accordance with the t~ of the plan.

Method Used to Value Investments:
Investments are reported at fair value. Securities traded on national or international exchanges are valued at d1e last reported
sales price at the current exchange rates. The real estate holdings are based on d1e most recent appraisal (either internal to the
manager or third party) as then presently available. Investments that do not have an established market are reported at

estimated fair value.

Effective July 1, 2004, F&P adopted the provisions of GASB Stat~nt No. 40, Deposit and Investment Risk Disclosure. This
statement modifies and establishes certain fInancial statement disclosure requirements. Accordingly, Note 5 bas been revised to

COnfOIDl to the provisions of GASB Statement No. 40.
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Fire and Police Employees' Retir~nt System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

Contributions and Reserves:3.
F&P members are required to contribute 6% of their regular compensation through payroll deduction. The employer
contributions are detennined through an actuarial valuation. According to the plan provisions, contribution requirements of
the plan members and the City are established and may be amended by the Mayor and City Council. The valuation method is
stipulated in the plan provisions. Administlative costs of the F&P are paid from investment earnings.

The plan provisions, Article 22 of the Baltimore City Code, established the following reserves:

Annuity Savings Reserve - Accumulated in this reserve are members' contnoutions inclusive of interest credits, less amounts

distributed upon tem1ination of employment or death, or transferred to another reserve for ~nt.

Annuity Reserve - Upon retirement, the accumulated contnoutions of ~ are transferred to this reserve. From this
reserve, the members' accumulated conU1outions are paid as a life annuity.

Pension Accwwlation Reserve - Employer contributions are credited and accunmlated with earnings in this reserve. DROP
benefits and certain death benefits are paid from here. In addition, when a rMmber retires, an amount equal to the member's
pension reserve is transferred from this reserve to the Pension Reserve.

Pension Reserve - From this reserve is paid die pension portion of die retire~nt allowance. The pension represents benefits
for life derived from ~loyer contnbutions and inves~t inco~.

Paid Up Benefit Reserve - Credited to this reserve are a portion of excess investment earnings, as defined by the plan
provisions, and all earnings on the inves~ts of this reserve. Post-re~t benefit increases provided by the excess

earnings are paid from this reserve.

Contingency Reserve - Credited to this reserve are a portion of excess investment earnings, as defined by the plan provisions,
and all earnings on the investments of this reserve. The Contingency Reserve was created to insure payment of benefit
increases payable from the Paid Up Benefit Reserve. In die event of a deficit in the Paid Up Benefit Reserve, assets would be

transferred to that reserve from the Contingency Reserve.

At June 30, 2005, the balances in the legally required reserves are as follows:

Balance
$ 200,799,034

206,987,293
161,737,794

1,046,702,083
368,481,676
31.342.234

-"2_016.050.114

Reserves
Annuity savings reserve
Annuity reserve
Pension acCUIInllation reserve
Pension reserve
Paid up benefit reserve
Contingency reserve

Total Reserves

At June 30, 2005, the actuariaUy determined accrued liability exceeded the assets in the Pension Accumulation Reserve by

$104,419,525.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

Securities Lending:4.

The Board of Trustees entered into a Securities Lending Authorization Agreement with the System's custodian bank, Mellon
Global Securities Services. All individual securities which are readily marketable and which are not restricted due to an
outstanding short option are eligible for loan at the discretion of the custodian bank. The investment ~ger may loan
securities held in custody of commingled accounts if authorized in the manager's contract with the F &P .

Collateral received in exchange for securities loaned is collected in an escrow account for the F&P's benefit for the duration of
the loan. At no time will the System lose custody of the loaned securities. Collateral in exchange for the principal loaned may
be in the form of cash, or securities issued or guaranteed by the U.S. government, its agencies or instrumentalities. IITevocable
Letters of Credit from banks approved by the custodian may not be used as collateral. The minimum levels of collateral will be
set at 102% of the market value of do~c securities loaned, including all accrued income, and 105% of the market value of
international securities loaned, including all accrued income. If the market value of the collateral falls below 1000/0 of the
loaned securities, additional collateral will be collected to maintain the appropriate miniDnmllevel. All collateral amounts will
be marked to market daily. The F&P does not have the right to sell or pledge securities received as collateral without borrower

default

At June 30, 2005, the F&P had no credit risk exposure to borrowers because the amotmts d1e F&P owes borrowers exceeded
the amotmts the borrowers owed the F&P. The market value of securities on loan at Jtme 30, 2005, was $249,257,737 and the
market value of the collateral received for those securities on loan was $255,308,978. The F&P did not impose any restrictions
during the fiscal year on the amount of loans the custodian made on its behalf. The ~ of the Securities Lending
Authorization Agree~t require that the custodian indemnify the F&P against (1) the failure to demand adequate and
appropriate collateral from a borrower; (2) the failure to comply with the investment guidelines in connection with the
investment and reinvestment of cash collateral; (3) the failure to obtain and perfect a security interest or rights equivalent
thereto in and to the collateral; and (4) the failure to make a reasoned determination of the creditworthiness of any borrower.
There were no such failures by any borrowers during the fiscal year. Moreover, there were no losses during d1e fiscal year
resulting from default of the borrower or the custodian.

Substantially all securities loans can be terminated on demand either by the custodian or by the borrower, although generally the
average tenn of these loans is one week. Cash collateral is invested in the custodian's short-tenD investment pool. The short-
tenD invesbnent pool guidelines specify that a mininn1m of 200/0 of the invested cash collateral is to be available each business
day and the dollar weighted average maturity of holdings should not exceed 90 days.

5. Cash and Investments:

The System's cash deposits are entirely covered by federal depository insurance at ail times.

The Board of Trustees (the Board) of the F&P is authorized by the Baltimore City Code to make investments in accordance
with the guidelines and limitations set forth in the Code. The Board accomplishes the daily management of the System's
investments through an external investment advisor who acts as a fiduciary for the System and through external investment
managers. The Board invests the assets of the F&P using the "prudent person standard" which allows the Board to consider
the probable safety of investments, avoid speculative investments, and invest as people of prudence, discretion, and
intelligence would in a similar situation. The Board has adopted an investment policy and guidelines to formally docwnent its

investment objectives and responsibilities.

Governmental Accounting Standards Board (GASB) State~nt No. 40 updates and/or supersedes portions of GASB
Statetrent No.3. GASB Statement No. 40 establishes more comprehensive disclosure requir~nts related to mvestment
risks: foreign currency risk exposure, interest rate risk and credit risk by quality.
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Fire and Police ~loyees' Retire~nt System
City ofBaltjDX)re, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

The F&P invested assets at June 30, 2005 are presented below:

Fair Value

S 186,930,445
167,060,840
157,675,493
143,629,948
74.555.923

729.852.649

Inves~ TY!>e
Debt Securities:
u.s. Gov~t agency bonds
Corporate bonds
u.s. treasury notes and bonds
Lehmann aggregate index
Money DDltual funds
Total debt securities

Other:
DoIrestic equities
International equities
Real estate
Hedge funds
Total other

793,710,501
280,838,805
169,226,90 1
79.705.071

1.323.481.278

Tota1in~ts 2,053,333,927

Less: cash aI¥i cash equivalents 74.555.923

Total net ~ts $1.978_778_004

Forei2l1 CwTeIK:v Risk ~

Foreign curreocy risk is the risk dJat changes in exchange rates will adversely affect the fair value of an inv~t or a deposit.
It is the Board's policy that external managers demonstrate sensitivity to currency risk. The foreign currency exposure of the
System nmy be hedged back to the U.S. dollar using forward foreign exchange contracts. From 00/0 to 100010 of the foreign
currency exposure of a portfolio nmy be hedged Cross-bedging to currency other than the U.S. dollar nmy reach 25% of the
total portfolio. Cunency speculation is not permitted.
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Fire and Police Employees' Re~t System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

The F&P exposure to foreign currency risk is presented on the following table:

~ Market Value

S 52,728,420
41,199,938
26,200,169
22,374,285
16,861,392
11,464.546
9,719.488
9,341,232
9,285,008
8,861.500
7,051.955
6,987,795
6,167,830
6,~5,424
5,078,396
3,551,876
3,574,781
2,689,333
2,400,364
1,670,811
1,637,348

455,162
91.025

Emo Currency Unit
British Pound Sterling
Japanese Yen
Soudt Korean Won
Hong Kong Dollar
Swiss Franc
Mexican New Peso
South African Comm RaM

Malaysian Ringgit
Taiwan Dollar
Brazil Real
Canadian Dollar
ThailaOO Baht
Turkish Lira
Australian Dollar
Swedish Krona
Norwegian Krone
Chilean Peso
Hungarian Forint
Singapore Dollar
New Zealand Dollar
Indonesian Rupian
Moldovan Leu

Total Foreign Cmrerx;y S255.488.078

U.S. Dollars (held in International Equity) S 25.350. 7~Z

Interest Rate Rjsk

Interest rate risk is the risk that changes in interest rates of debt inves~ts will adversely affect the fair value of an inv~t
F&P uses the Option Adjusted Duration as a ~ of interest rate sensitivity for bonds. Duration is a treasure of the
approximate sensitivity of a bond's value to interest rate changes. The Board's fixed income interest rate policy states that the
effective duration of a portfolio ~y not exceed 120010 of the effective duration of ~ UIKierlying Lehman Aggregate
benchmark.

AssetTyz ~tion Adjusted Dluation Fair Value

5.70
3.99
5.77
4.16
O.OS

5186,930,445
167,060,840
157,675,493
143,629,948
74.555.923

U.S. Gov~ut ageocy bonds
Corporate bonds
U.S. tteasury notes and bonds
LehImn aggregate iIdex
Money IInltual funds

Total debt securities $729_852_649
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Fire and Police En-q>loyees' Re~t System
City of Baltimore, Maryland
NOTES TO BASIC FINANCIAL STATEMENTS

Credit Risk by Oualitv

Credit risk is the risk that an issuer or other co\Utterparty to an inv~ will not fulfill its obligation. The Board has not
adopted a fonnal policy to limit credit risk. The F&P's rated debt investments as of J\Ute 30, 2005 were rated by a nationally
recognized statistical rating agency and are presented below using die Standard and Poor's rating scale:

Asset Tvne Fair Value Oualitv Ratines

ccc dB'U C Not ratedAAA duu A

$186,930,445
80,598,821

157,675,493

BBB tbro B
$186,930,445

167,060,840
157,675,493
143,629,948
74.555.923

$3,876.000 $ 11,661,802570,924,217
U.S. Go,,~"t agency bonds
Corporate bonds
U.S. treasury notes and bonds
LehmalU1 aggregate index
Money mltual funds

143,629,948
74.555.923

S3.876.000 S229.847.673S729.852.649 $425.204.759 $70.924.217Total debt securities

6. Capital Assets:

Capital Assets consisting of furniture aJKl ~ computer ~t aJKlleasebold improv~ts are recorded at cost
Depreciation on co~uter equipIMnt is calculated on a straight-line basis over a five year useful life; depreciation on leasehold
impro~ts aJKl office furnitme is calculated on a straight-line basis over fifteen years, die life of dle bui1djng lease.
Computer equip~nt and office furniture were put into service in this fiscal year. Thus, depreciation expense of $92,354 for
computer equi~t aJKl $6,206 for office furniture is being recognized. Leasehold improv~ts for the new office space will
be put into service at dle begiID1ing of the ~ fiscal year aJKl depreciation expense for that asset will be recognized over the
life of the lease.

J1me 2005 BalanceJ1me 2004 Ba1aJx:e Additions ~iation

$385.617 S 92,981
121,386
620.251

$92,354
6,206

S 386,244
115,180
676.943

Computer ~
Office Fumiture/Equipment
Leasehold ~v~ 56.692

$1.178367$442.309 S834.618 $98_560
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Fire and Police Employees' Retirenx:nt System
City of Baltimore, Maryland
NOTES TO REQUIRED SUPPLEMENTARY INFORMAllON

The infonnation presented in the required suppleJrentary schedules was derived from the annual actuarial valuations
prepared as of each June 30. Additional infonnation from the latest actuarial valuation dated June 30, 2005 follows:

Actuarial cost ~od: Projected unit credit

AIIXJrtization method: Level dollar, open

Amortization period: 20 year period; only OM an¥>rtization base.

Asset valuation nx:thod: Market value adjusted for investJrent surpluses and
deficits relative to inves~t assumptions, phased-in at
200/0 each year.

Actuarial ~tiODS:

Inv~ rate of return
Pre-retjren.:nt
Post-rebrenx:nt

8.25%
6.80010

Projected salary increases 4.000/0 to 8.500/0, includes inflation at 3.000/0

Post-rel.ir~iIx;iit cost-of-living adj~ts Dependent upon investment perfommnce which mISt
exceed 7.500/0 as calculated each fiscal year end.

2. Ordinance 42 of 1996 provided for new plan benefit improv~ts and d1e use of actuarial interest swplus. The plan
benefit improv~ts, which ioclude a Deferred Retirement Option Plan (DROP); a reduction in die member
contn'b1tion for one year, a one time hmJp swn pa~ to retirees and beneficiaries who were receiving ~t
benefits as of JW1e 30, 1996, and additional service credit and a revised calculation of the members' avemge final
cofi1'Cn5ation for ~ having thirty-five of ~re years of service and who retire on or after June 1, 1996 and on or
before August 31, 1996, iIK:reased the June 30, 1996 actuarial accrued liability by $10.0 million. The Ordinance
required d1e application of $12.0 million of actuarial interest swplus to reduce die unfunded accrued liability. The
Ordinance also required the application of $12.0 million of actuarial interest swplus to reduce die fiscal year 1997
~lo)'er contnbution.

The June 30, 1996, UnfiukIed Accrued Liability (UAL) was further impacted by three more events. First, a higher than
asswned pay increase in covered payroll for fiscal year 1996 increased the June 30, 1996, UAL by $9.0 million.
Second, no pay increases for fiscal year 1997 resulted in a decrease in the June 30, 1996, UAL of $21.0 million. Third,
changes in actuarial asS\mJPtions, which included revising the service retirenx:nt and withdrawal rates to reflect the new
DROP provisions, increased the June 30, 1996, UAL by an additional $3.0 million.

The Board approved the use of $17.0 million of actuarial interest surplus to reduce the June 30, 1996, unfw1ded accrued
liability to offset an $1.7 million increase in employer coDtn"butions due to changes in actuarial 8SStlIrt'tions.

3. Ordinance 97-164 of 1997 allows die City to utilize excess eammgs to reduce or eliminate its required ~loyer
contribution. For fiscal year 1998, d1e City elected to apply $10.0 million of excess earnings to reduce the aIOOuot of
required ~1oyer contnoution.
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Fire and Police Employees' Re~t System
City ofBaltilmre. Maryland
NOTES TO REQUIRED SUPPLEMENTARY INFORMAll0N

4 Changes in actuarial ass~tions, which included a slight reduction in the salary scale, a reduction in the tOOrtality
rates for liDe-of-duty deaths and for service retirements, lowering withdrawal rates by 100/0 for ages 30-39 for non-
officers, lowering disability rates, and changes in DROP and retir~t assumptions increased the June 30, 1999,
actuarial accrued liability by $10.2 million. These changes in acnJarial assumptions increased ~loyer
contributions by $1.1 million.

As provided in the plan provisious, die City can utilize excess earnings to ~ or eliminate its required ~Ioyer
contn"bution. For fiscal year 1999, dte City elected to apply $30.4 million of die excess earnings to eliminate having to
make its required ~Ioyer contn"bution.

s. 0rdjnaJx:;e 00-49 of 2<XX> provided for plan benefit in¥ov~ for active ire.~-s aM roost retirees aM
beneficiaries. The improv~ which inchxied a o~ percent increase to retirees aM beneficiaries wOO were receiving
retil~ benefits as of J~ 30. 2<XX>. a reduction in die Dx:JIiJer contn"bution for one year. an increase in the accrual
rates for In~te and Full Deferred ~t Option Plan (DROP) ietiriOu~ benefits, aM a redlx:tion in the ~
period to attain eligloility for a Full DROP iiOLiriOi1x;ut benefit, ~ dJe June 30. 2000 actuarial accrued liability by
$61.7 million. Ordinaoce 97-164 of 1997. allows the use of excess earnings to red1x:e the cost of plan benefit
~~-w. For fiscal ~ 2<XX>. excess earnings in the aD¥>UDt of $61.7 million was used to offset the cost of these
plan benefit ~roviOU~i1ts on the actuarial accrued liability.

6. 0rdiDaIk:e 03-576 of 2003 provided .~ aOO clarificatiom 10 dle plan provisions that effected cmIent am
futUIe active membeIS. The ordinance clarified the provisions regarding service credit while membeIS are on military
leave of abseIx:e to coofonn 10 federal aOO s1ate laws. The ~v~ts anx:OOed or added provisiom 10 allow certain
menmers to purchase previous service credits lost due 10 separation from service, to allow ~ 10 purchase up 10 6
IIKmb of Maryland Police Corps training tin-= for service credit, am 10 allow ~ to tramfer certain service
credits from f~ federal aOO state go~taI pension aOO retiren:M:nt sys~ outside the state of Marylalxi. The
~ also placed ~ons on OOW mach service credit can be transferred 10 die F&P from odler qualified plans
based on whether the service was in a unifomx:d position or civilian position. In addition, dle ordinaIx:e added
restrictions 10 die service l~tiI~ ~ts and 10 die eligloility ~ts to enter the Deferred Retirem:nt
Option Plan for u~ who enter die F&P on or after July I, 2003, am required a minimDIl of ten )aIS of service as
a ~ ofdle F&P aOO as an en1)loyee paid by die Mayor aIxi City Council of Baltimore. The ordinance did not have
a material ~iaI ~ on dle System.

7, Preceding die preparation ofdle June 30, 2005 Actuarial Valuation Report, the System's actuary perfonned an Actuarial
Experlelx:e Study for ~ three year period eIkIed June 30, 2005. As a result of 11.: ExperleJ.:e Study, 11.: Board of
Trustees adopted changes in actuarial ~tions which included iIK:reases to the salary scale for DX)St ages, redlx:tions
to pe-letir~-m aId post-retir~L DX)rta)jty rates, increases to widxhaw rates for ~ under age SO, deaeases to
widtdraw rates for members over age SO, reductions to oon-line-of-duty disability rates for ~ age 40 and above,
increases to liue-of-duty disability rates for ages 44 and below, an iIM:rease to die DROP participation rate, aIKi changes
to bod! DROP aId non-DROP retirelMDt rates. These ~tion changes, which were incorporated into the J~ 30,
2005 actuarial valuation, increased die actuarial accrued liability $39.5 million. The Board approved utilization of
$34.3 million of excess inv~-&Dx;nt earnings to reduce the iocrease in the unfuJKied accrued liability.

8. A plan provmon that ~ bt excess earnings be credited am deficit earnings be charged to certain actuarial
reserves, expired on June 30, 2005. The purpose of the reserves, established June 30, 1996, was to segregate excess
positive earnings that could then be utilized by the City to reduce its required ~Joyer contn"butions to the plan aIMi by
the plan membership to "purchase" benefit improvements. The reserves were initially utilized for those two pwposes.
Subsequeotly, oowever, because of ~ downturn in the global equity markets in fiscal years 2001 dIrough 2003, the
reserves have instead accwmJated ~t deficit earnings of $412.8 million as of June 30, 2005. The plan provmon now
requires that the Board of TnJStees 8Wiy ~ deficit in dte reserves in accordance widt an appropriate asset valuation
nx:dtod The City administration has requested that dte deficiency be recognized as an inv~ loss over a five year
period. It is expected that d1e City's employer contributions to d1e plan will substantially increase in future years due to
this deficiency.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
SCHEDULE OF ADMINISTRA nVE EXPENSES
For the Year Ended June 30, 2005

$930,393
12,403

Salaries and Wages:
Pennanent full-time salaries
Overtime

Total Salaries and Wages $ 942.796

149,095
69,987
71,759
10,884

Other Personnel Costs:
Medical insurance and health care
Social security
Retirement
Other employee benefits

Total Other Personnel Costs 301,725

158,529
148,583
144,975
142,761
41,719
26,000
22,694
22,643
21,828
18,301
6,909
6,574
5,770
4,156

Contractual Services:
Retirement payroll processing
Actuarial services
Lease payments

Technology systems support
Other professional services
Financial audit fees
Postage
Printing
Trustee education
Telephone systems
Dues and publications
Staff training
Equipment rental
Equipment maintenance

Total Contractual Services 771,442

Depreciation expense 98,561

Office supplies 28,496

Computer equipment 370

Total Administrative Expenses $2,143,390

34



Fire and Police Employees' Retirement System
City of Baltimore, Maryland
SCHEDULE OF INVESTMENT EXPENSES
SCHEDULE OF PAYMENTS TO CONSULTANTS
For the Year Ended June 30, 2005

Schedule of Investment ExDenses

Fees

$6,202,344
238,750
215,439
166,938

$6,823,471

Investment Expenses
Investment management fees
Investment advisor fees
Custodial fees
Securities lending fees

Total Investment Expenses

Schedule of Payments to Consultants

Nature of Service
Actuarial services
Financial audit

Mercer Human Resource Consulting
Baltimore City Department of Audits

Note: A schedule offees and commissions is also illustrated in the Investment Section on page 48.
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Summit Strategies Group
7700 Bonhomme Avenue, Suite 300
St. Louis, Missouri 63105
telephone 314n27-7211
fax 314n27-6068
www.summitstrateaies.co!;!!

November 25,2005

To the Board of Trustees of the
Fire & Police Employees' Retirement System of the City of Baltimore

IntroductionThis report, prepared for the Fire & Police Employees' Retirement System of the City of Baltimore (System) by Summit
Strategies Group (Summit) is based on information supplied by the System's custodian, Mellon Bank, N.A. (Mellon).
Mellon provides Summit with beginning and ending market values, cash flows, securities transactions and positions for the
System as well as each manager, where applicable. Mellon audits the information contained in its accounting reports
~nthly . Investment information is reported to the greatest degree possible in conformance with the Performance

Standards of the Association for Investment Management and Research (AlMR).

Uistinction of ResDonsibilitiesThe System's Board of Trustees (Trustees) is responsible for the investment and administration of System assets. This
includes establishing the strategic asset allocation which. over ti~, is the primary detenninant of investment returns on
assets. A thorough understanding of both the System's assets and liabilities is essential for detennining an appropriate asset
allocation. The key drivers of this analysis are the projections of the System's liabilities and the projections of expected
future returns and risk (as measured by standard deviation of returns) for each asset class as well as correlation between
asset classes. The liabilities include all key dimensions of the System's pension plan: membership, benefits, liabilities,
assets, and funding requirements. The target asset allocation in place during FY2004-200S was adopted by the Trustees
during FY2003 and imple~nted during the course FY2004 and FY200S.

Investment Policv/Structure
The asset allocation adopted by the Trustees is included in the System's investment policy. The System employs various
investment managers to inlplement the asset allocation within the guidelines and limitations contained in the investment
policy. System assets are invested using numerous investment managers so as to diversify the System's assets among
multiple asset classes and investment styles. Each investment manager is delegated full investment discretion for its
respective portfolio including the discretion to purchase and sell individual securities, and control industry and economic

sector exposure.

The System's investment policy is designed to provide broad diversification among asset classes in order to maximize
renlrn at an appropriate level of risk and to minimize the risk of large losses to the System In addition, asset allocation
ranges, target allocations and a process of periodic rebalancing are used to maintain compliance with the investment policy
and to increase the likelihood that the System will achieve its long-tenD risk and renlrn objectives. The following table

outlines the System's long term target asset allocation:
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The Board of Trustees
Fire & Police E~loyees' Retire~nt System of the City of Baltimore
November 25, 2005

Within each asset class, the Trustees e~loy several investment managers to further diversify the investment approach and
to minimize style biases. The Trustees employ both active and passive investment strategies to obtain the desired asset
allocation mix in a cost effective and efficient manner.

Investment Objectives

The System' s investment policy contains the following objectives

1. To preserve the inflation-adjusted capital value of the System;
2. To ensure adequate liquidity to ~et benefit liabilities as they fall due;
3. To ~t the actuarial interest rate assumptions; and
4. To exceed the investment return objective without unduly jeopardizing objectives 1-3.

The investment return objective is a hypothetical policy portfolio constructed as follows: 500/0 Russell 3000 Index, 15%
MSCl All Country World Ex US Index, 25% Lehman Aggregate IOOex, and 100/0 NCREIF IIMJex. In addition, the System's
investment perfOm1aDCe is evaluated relative to the Independent Consultant's Cooperative Universe for Public Funds, a
perfommnce universe representing the perfomwnce of more than 189 (2,992 portfolios) public funds with an aggregate
market value of nearly $684.7 billion as of June 30, 2005. In addition, each investment manager is measured and evaluated
against its relevant broad market index and style peer universe.

Market Overview

The U.S. economy continued its strong growth trend during fiscal year 2004-2005. AU c~nents ofGDP: government
spending, cons~ spending and business spending continued to expand throughout 2004-2005. The end of the fISCal year
saw GDP growth exceeding 3% for the eighth sb"aight quarter, the longest stretch in a}DX)St two decades. At the ~ ti~,
inflationary pressure remained relatively subdued during fiscal year 2004-2005 with CPI rising 2.5%. In addition U.S.
unemployment dropped over the year from 5.6% to 5.00/0.

Equities, both do~stic and international, finished in positive tenitory for the fISCal year. Large cap U.S. stocks, as
measured by the S&P 500 hxiex returned 6.3%, while small cap stocks, as ~ured by the Russell 2000 hxiex returned
9.5%. Non-U.S. stocks in developed countries, as measured by the MSCI EAFE Index returned 14.1% for the fIScal year
and their emerging markets counterparts, as measured by the MSCI E~ging Markets Index, returned 34.50/. for the year.

During fiscal year 2004-2005 the Federal Reserve continued its policy of "~sured" Fed FuOOs tightening with its ninth
consecutive short tem1 interest rate increase in order to control perceived inflationary pressure. The U.S. Treasury yield
curve flattened dramatically with the yield spread between the 2 year Treasury Note and 30 year Treasury Bond decreasing
to a ~ 56 basis points. Two year Treasury bonds gained just 1.8% for the year; conversely, long bonds rallied with the
30 year Treasury Booo returning 22.6%. The U.S. inves~t grade market as a whole, as ~ by the Lehman
Aggregate Index, returned 6.8% for the fiscal year. High yield corporate bonds returned 10.4% continuing their
outperformance of the previous year.

Investment Performance

The System continued to enjoy the benefits of the Sb"ategy used to implement the target asset allocation. as well as the
changes in inves~t managers and expanded list of asset classes that began the previous year. This included the
replacement of underperrom1ing managers, the addition of new mid cap growth and value managers, as well as the addition
of a hedge fund portfolio managed by two diversified fund-of-fund rmnagers. These actions by the System's Board of
Trustees, combined with a continued Sb"ong global equity and real estate market, helped the System continue its improved
relative ranking in the System's peer Universe and continued achievement of investment goals.
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The Board of Trustees
Fire & Police Employees' Retire~nt System of the City of BaltiD"K)re
November 25, 2005

For investment perfonnance measurement purposes, the total investment portfolio is split between "actively managed"
accounts and "other" assets. The "other" assets consist of the Cash Reserve, held for the payment of benefits and
administrative expenses, and "Post Retirement" assets held in immunized portfolios dedicated solely for the purpose of
paying post retirement benefit increases. It is only the actively managed assets that are displayed below. All returns shown
below were calculated in accordance with AIMR Performance Presentation Standards.

For the fiscal year ended June 30, 2005, the System's rate of return was 12.1%. The System ranked in the 3rd percentile of
the ICC public fund universe for 1 year, and the 10th. 40th. 81st, and 85th percentiles respectively for 2,3,4 and 5 trailing
year periods. The Fund outperformed its benchmark return of 10.2% by 1.90/0 for the fiscal year and ranked in the top
decile of the peer universe due in part to:

Higher relative exposure to small and mid cap stocks;
Higher relative exposure to international stocks, especially emerging markets stocks;
Overweighting the value style in small-mid and international stocks;
Higher relative exposure real estate and value-added strategies within real estate; and
Strong individual manager performance, especially of new managers.

The market value of the actively managed accounts increased from $1.60 billion on June 30, 2004, to $1.65 billion on June
30, 2005. The increase in value is primarily attn"butable to investment related gains across both domestic and international
equities as well as real estate. At the end of fiscal year 2004-2005, the System's assets were allocated as follows:

Fiscal Year Rate of Return

System
9.9D/o

24.1%
6.3%
N/A

20.2%---

Benchmark

8.1%

16.9%

6.SO/o

6.70/0

18.001.

Market Value
($ in millions)

$794.4
$281.4
$321.6
S 80.5
$169.3

Percent
otTota.

48.2%
17.1%
19.5%
4.9D/o
103%

Inco~
eFunds

Estate

$1.647.2 100.0010 12.1% 10.2%Total Mana~ed Assets I

Of Note

As mentioned above, the System's Trustees continued the implementation of the asset allocation strategy adopted the
previous year. New investment managers were hired to replace undelperforming managers (mid cap value and growth) and
new strategies were added (hedge funds). Pending at the end of the fiscal year was: funding of private equity and review
of certain actuarial assumptions and plan provisions.

It is a pleasure to serve the System, and work with its Staff and Trustees. I look forward to the continued search for
competitive investment returns in the current challenging capital market environment.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
OUTLINE OF INVESTMENT OBJEcrlVES AND POLICIES

Investment Objectives
The primary investment objectives of the Board of Trustees (Board) of the Fire and Police Employees' Retirement System (F&P,
System) are set forth below. It is recognized that maximizing anyone objective may compromise the achievement of other
objectives. For example, maximizing liquidity may reduce investment return; seeking nmximum investment return may subject
capital preservation to higher risk. Accordingly, the investment objectives are given in descending order of priority:

2.
3.
4.

To preserve the capital value of the System assets adjusted for inflation;
To ensure adequate System liquidity to meet benefit liabilities as they fall due;
To ~t the acnJarial interest rate assumptions; and
Without unduly jeopardizing the above objectives, to exceed the investment return objective by the astute management

of funds.

General Investment Policy
The Board nnISt comply with investment restrictions imposed by the laws of the City of Baltimore and any other State or Federal
laws dealing with investment of public retirement plan assets. System investment managers are expected to familiarize

themselves with these laws.

Investment policy for the System relates to the portfolio of all assets that comprise the total holdings of the System. The Board
recognizes that the objective of a sound and prudent policy is to produce investment results that will preserve the assets of the
System, as well as to maximize earnings of the F&P consistent with its long-term needs. These long-term needs have been
ascertained through various studies perfomx:d on behalf of the Board by its actuary and its investment advisor. Investment policy
and the long-term average allocation of plan assets to which they refer are d~d to be consistent with the projected pattern of
cash flows to the F&P and its projected benefit payments. Should the projected finances oftbe System change significantly, the
applicable Federal or State statutes be amended, or changes in the System's asset valuation methods be adopted, these policies
and average asset allocations will be reviewed and modified by the action of the Board, if appropriate.

The Board recognizes that its investment portfolio must be diversified over several different asset classifications in order to
reduce risk. The following asset allocation has been established as an overall objective for the total holdings of die System:

Percentage of Total Fund
at Market Value

AssetCatego[y
Do~tic Equity
International Equity
Private Equity
Domestic Fixed Income
Real Estate
Alternative Strategies

~
45%
15%
5%

20%
10%
5%

Widtin each major asset classification, inve~nts are furdter diversified. Excessive concentration in any particular security,
co~any or industry is to be avoided. Inves1ment guidelines have been supplied to each of the System's investment managers.
Subject to these objectives and guidelines, and die System laws, die inves1ment managers have full discretion in investment
decisions. Managers are advised to notify die Board in writing if these objectives cannot be ~t or if the guidelines constrict
performance. The investment managers are encouraged to suggest changes to die guidelines at any time.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
OUTLINE OF INVESTMENT 0 BJECnVES AND POLICIES

Proxy Votin2
Pursuant to a U.S. Departrrent of Labor directive, the Board has a long standing policy that, when solicitations of proxies with
respect to secwities are received by an investment manager, the decisions as to whether and how to vote such proxies are
delegated to that investment manager.

The Board also recognizes, however, that the investment manager's decisions must be made in accordance with applicable legal
standards and that the Board has an obligation to ensure that those standards are being observed. Therefore, the Board requests
that annually (J\Ule 30) each management fiml furnish the System with a written statement of their policy and practices with
respect to the voting of securities held in their employee benefit plan asset portfolios, together with their written assurance that
such policies and practices are being followed. These statements and assurances will be included, and will be given appropriate
weight, in the Board's continuing evaluation of each manager's overall investment performance.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
TOTAL PORTFOLIO COMPOSITION
MARKET VALUE OF INVESTMENTS

1,2001

1,OOO~
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Fiscal Year Ended June 30
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Fire and Police Employees' Retirement System
City of Baltimore. Maryland
INVESTMENT RESULTS - TIME WEIGHTED RATE OF RETURN

Annualized

Total Returns FY 2005 3 Years S Years

TOTAL PORTFOLIO
Composite Benchmark

12.1%
102

9.5%
9.7

2.4%
2.1

DOMESTIC EQUITIES
s&P 500 Index
Russell 1000
Russell 2000
Russell 3000

9.9
6.3
7.9
9.4
8.1

]0.0
8.3
9.2
12.8
9.5

(0.2)
(2.4)

(1.89)
5.7

(1.4)

INTERNATIONAL EQUITIES
MSCI ACWI Free Ex-US

24.1
16.9

13.8
14.1

2.2
0.8

DOMESTIC FIXED INCOME
Lehman Government/Credit
Lehman Aggregate

6.3
7.3
6.8

5.5
6.4
5.8

7.3
7.7
7.4

HEDGE FUND
Libor + 400

n/a

6.7

n/a
6.7

n/a
5.8

20.2
18.0

10.3
12.1

10.6
10.6

REAL ESTATE
NCREIF Property Index

Notes:
The calculations above were prepared by the System's investment advisor, using a time weighted rate of return, based on
market value and in accordance with the Association for Investment Management and Research (AIMR) Performance
Presentation Standards.

The Composite Benchmark exhibits the overall rate of return for a sample unmanaged portfolio. The Composite
Benchmark is comprised of 500/0 Russell 3000, 15% MSCI ACWI Ex-US, 25% Lehman Aggregate, and 10% NCREIF
Property .
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
ASSET ALWCA TION - ACTIVELY MANAGED ACCOUNTS
For the Year Ended June 30,2005

TARGET ASSET ALLOCATION

Real Estate
I ()8/.

Hedge Funds
5%

Domestic

Equity
450/.

International Equity I S8f.

Private Equity S%

DcMIIeSIic F ixcd lncGDe

20%

ACTUAL ASSET ALLOCATION

Real Estate
]oeI.

\

Hedge Funds
5% "

International

Equity
17%

Domestic

Equity
4CJO/o

Domestic Fixed Inc.
196/0

Note: For asset allocation purposes. only actively managed accounts are included. Assets of the Paid Up Benefit Reserve
and the Contingency Reserve are not included in this illustration. The assets of these reserves are invested separately for
the sole purpose of providing post retirement benefit increases. Assets in the cash reserve are also excluded from this
illustration. These assets are held for the purpose of providing cash for the payment of benefits and administrative

expenses.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
TOP TEN DOMESTIC AND INTERNATIONAL STOCK HOLDINGS BY MARKET VALUE
TOP TEN BOND HOLDINGS BY MARKET VALUE
June 30, 2005

Top Ten Domestic Stock Holdings

1)
2)
3)
4)
.5)
6)
7)
8)
9)

10)

Yahoo Inc
Exxon Mobil Corp
Amazon.Com Inc
Progressive Corp Ohio
Ebay Inc
J P Morgan Chase & Co
Pfizer Inc
Bank of America Corp
Genentech Inc
Citigroup Inc

Top Ten International Stock Holdings

1)
2)
3)
4)
S)
6)
7)
8)
9)

10)

Sanofi - A ventis Eur2
Tenaris Sa Sponsored Adr
Samsung Electrs KswnSOOO
Reliance lnds Ltd
Cia Energetica Minas Gerais
Vinci EurS
Cnooc Ltd HkdO.O2
Posco KrwSOOO
Steinhoff IntI Hldgs ZarO.OOS
Chunghwa Telecom Co Ltd Spans

Top Ten Bond Holdings

I)
2)
3)
4)
S)
6)
7)
8)
9)

10)

-
$30,000,000
38,700,000
16,000,000
34,320,000
8,730,000

13,000,000
10,005,000
8,842,000
9.220,000
9,045.000

~StUSGoven1mentNTS 11/15flO13 - -

US Treasury Strip 08/15/2020
Israel St US Government NTS 09/1512010
U S Treasury Strip 05/1 5/2030
US Treasury Bonds 5.50001. 08/1512028
US Treasury Strip 05/15/2012
US Treasury Notes 3.()008/O 11/1512007
US Treasury Notes 5.()0081. 08/1512011
US Treasury Notes 3.0000/0 12/3112006
Federal National Mortgage Association Zero Cpn 10/0812006

A complete list of portfolio holdings is available upon request
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
INVESTMENT SUMMARY
June 30, 2005

Percent of

Total InvestmentsMarket Valoe

9.84%

9.16
4.69

3.81

3.52
2.61

1.93
1.46
1.44

1.10
0.54

40.10

Stock:
Common Stock

Technology
Financial
Consumer Services
Health Care
Capital Goods

Energy
Utilities
Basic Industries
Consumer Nondurables
Consumer Durables

Transportation
Total Common Stock

$ 194,683,923
181.283,369
92,805,879
75,400,118
69,687,999
51,709,865
38,136,564
28,950,366
28,551,101
21,691,709
10,722,416

793,623,309
Other

International Stock
Venture Capital

Total Other

S4.JO1.074.549.306Total Stock

Bonds:
U.S. Securities and Agencies

Treasury Notes and Bonds
U.S. Agencies

TotaJ U.S. Securities and Agencies

Corporate
Financial
Industrial
Utilities

Transportation
Total Corporate

32.53643,634.914Total Bonds

Other Investments:
Real Estate
Hedge Funds
Guaranteed Investment Contracts

Total Other Investments 260.593,774

100.008/051.978.778.004Total Investments

Note: This schedule includes all plan assets including the assets of the Paid Up Benefit Reserve and the Contingency Resen'e
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
SUMMARY SCHEDULE OF FEES AND COMMISSIONS
For the Year Ended June 30, 2005

Assets Under
Manaeement !m

$793,623.309
280,838,805
643,634.924
169,226.901

$3,401,998
1,743,033

503,906
553,407
166,938

56.369.282

Investment Managers' Fees
Domestic equity
International equity
Fixed income
Real estate
Securities lending

Total Investment Managers' Fees

$215,439
238,750

5454.189

Other Investment Service Fees:
Custodial fees
Investment advisor fees

Total Other lavestment Service Fees

Brokerage Fees
Broker's fees on investment transactions for the year ended June 30, 2005 amounted to $1,388,405. Brokerage firms
receiving more than $7.500 in fees are listed below.

Fees

f!!!!
$193.142

93,310
71.959
70.868
64,655
49.083
44.908
36,006
34,816
31.750
31.736
31.193
29.284
29,001
26,696
24.150

Fees
Paid

$2fJi9
22,154
22,085
21.s79
19,577
18,064
17,144
16,836
13,771
12,174
10,020
9,960
9.s67
8,345
7,734
7,653

Brokera2e Fimls
Merrill Lynch
Credit Lyonnais Securities, Inc.
Percival Financial
Citigroup GBL Markets
Pershing Securities
Deutsche Banc Alex Brown Inc.
UBS
Morgan Stanley &:. Co., Inc.
Morgan J P Securities Inc.
Lehman Bros Inc.
Legg Mason Wood Walker Inc.
Instinct
Salomon Brothers, L TD
Dean Witter Reynolds Inc.
National Financial Services Corp
Credit Suisse First Boston

Brokera2e Finns
Goldman Sachs
Bear Steams & Co Inc.
BOE Securities
Alpha Management. Inc.
Boston Institutional Services, Inc.
Investment Technology Groups
Jefferies & Company
Needham & Company
DBSSecurities
Rosenblatt Securities
Wachovia Securities LLC
ING Baring Securities, L TD
Bernstein Sanford & Company
Investec Securities
Invemed Associates Inc.
Union Bank Switzerland Securities

Brokerage Commissions
Because of the highly visible nature of the Fire and Police Employees' Retirement System, it is important that the
investment managers have best execution as their primary objective. While the managers are permitted to direct a portion
of brokerage commissions for research, it is expected that each manager will receive commission discounts which are
commensurate with current discount practice. Investment managers are expected to give preference whenever possible to
brokerage firms with offices located in the Baltimore Metropolitan Area. However, the managers are expected to negotiate
commission rates, and local brokerage firms should be given preference only when commission rates and transaction
services are competitive with those available from other firms.
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Fire and Police Employees' R~nt System
City ofBaltinX>re, Maryland
INVESTMENT PROFESSIONALS

DOMEsnc EQUITY MANAGERS

Lar2e CaD

Mellon Capital Manag~t
EarlKlecmer
San Francisco, California

INTECH
E. Robert Fernholz
Palm Beach Gardens, Florida

TCW Asset Manag~t
Steve Burlinganx:
New York, New York.

Legg Mason Capital Manageux:nt
Kyle P. Legg

BaltinX>re, Maryland

The Edgar Lonmx Conq>any
Randall Eley

Springfield, Virginia

Small and Mid Cap

Rothschild Asset ManagelMnt !Ix:
T. Radey Jolmson
New York, New York

Pinnacle Associates, Ltd.
Peter Marron
New York, New York

Hotchkis & Wiley Capital Manag~t
Sheldon Lieberman

Los Angeles, California

INTERNATIONAL EQUITY MANAGERS

William Blair & Co.

George Greig
Chicago, Illinois

Lloyd George Manag~t
Jacob Rees-Mogg
London, England

Causeway Capital Management, LLC
Sarah Ketterer

Los Angeles, California

ALTERN A nVE STRATEGIES

Cadogan Manag~t. LLC
Michael Waldron
New York, New York

Union Bancaire Privee Asset Managenr;Dt, LLC
Mark Kenyon
New York, New York
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
INVESTMENT PROFESSIONALS

FIXED INCOME MANAGERS

MacKay Shields
Michael Kimble
New York, New York

Loomis Sayles & Company, L.P.

Clifton Rowe
Boston, Massachusetts

Mellon Capital Management
Susan Ellison
San Francisco, California

Utendahl Capital Management, L.P.

Tom Mandel
New York, New York

REAL ESTATE MANAGERS

VEF Advisors
James Ryan
Atlanta, Georgia

Principal Global Investors
John Berg
De Moines, Iowa

The RREEF Funds
Jon R. Thompson
Chicago, Illinois

LaSalle Investment Management, Inc.

James Hutchinson
Chicago, Illinois

ING Clarion
Stephen Hansen
New York, New York

Blackrock Realty
Jay K. Alexander
Morristown, New Jersey

VENTURE CAPITAL

Maryland Venture Capital Trust

Baltimore, Maryland

SECURITIES LENDING
~ASH MANAGEMENT

Mellon Global Securities Services
Stephen R. Crosby
Pittsburgh. Pennsylvania

Mellon Bond Associates, LLP

Nancy Banker
Pittsburgh. Pennsylvania

GLOBAL CUSTODIAN-- - - -

Mellon Global Securities Services
Arlene Sefcik

Pittsburgh, Pennsylvania

INVESTMENT ADVISOR

The SUnmlit Sntegies Group
Daniel Holmes

St. Louis, Missouri
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MERCER
Human Resource Consulting

December 14,2005

Board of Trustees
Fire & Police Employees' Retirement System
Baltimore, Maryland

Honorable Members of the Board of Trustees:

Mercer Human Resource Consulting perfonns an actuarial valuation of the System at the end of each fiscal year. The
most recent valuation was as of June 30, 2005, and it detennined the employer's contribution for the plan year beginning
July 1,2005. Since the contribution is always accrued, the conbibution plus interest will be made during the 2007 fiscal

year.
The funding method used in the annual valuation is the Projected Unit Credit Cost method. This method will tend to
produce level contributions as a percentage of covered payroll as long as the average age of the active members does not
change. If the average age were to increase because of a decline in the number of ne-w members being added to the plan,
the Normal Cost portion of the employer's contribution would begin to increase as a percentage of covered payroll. The
employer's contribution is increased or decreased to amortize over 20 years the difference between the actuarial value of
assets and the Actuarial Accrued Liability. For the plan years beginning July I, 1997 through July I, 2001, this
amortization decreased the employer's contribution. Since the plan year beginning July I, 2002, this amortization
increased the employer's contribution. The employer's contribution may also be decreased based on the excess of the
market value of assets over the actuarial value of assets. This decrease will not occur for the plan year beginning July I,

2005 and is unlikely to occur for several years.

Two types of events tend to cause some volatility in the contribution rates. These events are favorable/unfavorable
investment return resulting in contribution reductions/increases and benefit improvements resulting in contribution

increases.
The valuation is based on actuarial assumptions recommended by the actuary and approved by the Board of Trustees.
The assumptions and methods used for funding purposes meet the parameters set for the disclosures presented in the
financial section by Government Accounting Standards Board Statement No. 25. Some actuarial assumptions are
incorporated into Article 22 of the Baltimore City Code. The plan provisions require a periodic review of the
assumptions by the Actuary. Changes in assumptions based on a periodic review of 2002-2005 experience were
incorporated in the June 30, 2005 valuation. The assumptions represent a reasonable estimate of the anticipated

exper.ience of the System.

The valuation is based on a closed group of members; no new hires are assumed. The actuarial value of assets equals the
market value adjusted for investment performance above or below the assumed rate of return. Membership data used for
the actuarial valuation is supplied by the Retirement System. The data is examined by the actuary for reasonableness and
consistency with the prior year's data. Asset information is provided on an unaudited basis.

All supporting schedules in the Actuarial Section and the Schedule of Funding Progress and the Schedule of Employer
Contributions in the Financial Section have been prepared by the System and reviewed by me. I meet the qualification
standards of the American Academy of Actuaries to render the actuarial opinion contained in this letter and the actuarial

valuation report.

Res~y submitted,

- ~.~~,,-'~ ~

Douglas ~owe, ~A, MAAA, EA
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Fire & Police ~loyees' Re~ System
City of BaltiDX>re, Marylalxi
ACTUARIAL FUNDING MEmOD AND ACfUARIAL ASSUMPTIONS

Actuarial Funding Method

Method of F\mdiDg:

(Effective 6/30/1988)

The Projected Unit Credit Cost Method is used. NormIJ Cost is
calculated as dJat portion of projected pension cost allocated to the
participant's upcoming year of service less the aroount of anticipated
~loyee contributiom. No ~ entrants are assunx:d. This is a closed
group valuation.

Effective July 1, 1992. dJe current Unfimded Actuarial Liability is open-
cOOed and 8DXJrtized over 20 years. Gains am losses are reflected in the
Unfimded Actuarial Liability.

The actuarial value of assets is equal to the market value, adjusted
for interest surpluses and deficits over a five-year period, and less (Plus)
any accUlmllated excess (deficit) earnings. Effective 6/30/05, the
acCWDIlated deficit will be recognized in in~ earnings over 5

years.

Asset Valuation:

(Effective 613011982)

Eamjngs above or below the assunEd ret1uD are released into the
actuarial value of assets at the rate of 20% per year. This nX>derates
fluctuations in contributions considerably.

The liability for dJese iIx:reases is ~ to be equal to the assets of
the Paid Up Benefit Reserve plus the Contingency Reserve. If the
actuary feels d1at dJese funds are insufficient. additional reserves will be
calculated. If the actuary believes dlat ~ assets in ~ Paid Up Benefit
Reserve aOO Contingerx:y Reserve are DOe than ~ liabilities for post
retirement benefits, the excess is not used to reduce any other liability but
s~ly held as excess fimds to back up future post retirement benefit

pa~.

Post Rem~ Benefit Increases:
(Effective 6/30/1983)

Actuarial Assumptions

8.25% COII.,ouDded annually tmti11~~t aM 6.8% after reiirelMDt.InvQ~ Ietum;

(Effective 6/30/1995)
According to Article 22 of tl-= BaltjDK)[e City Code, regular n:r;mber
acc\mm1ations earn 5.500/0 and DROP account accUmllations earn
8.25%.

Expemes are paid from ~ fiDKI. It is assumed that dJC futMi will have
sufficient earnings to pay these expenses am ~ d1e interest

ass~tion.

E-~:
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Fire and Police ~Ioyees' Retirenx:nt System
City of BaltiDX>re, Maryland
ACTUARIAL ASSUMPTIONS

SaJary Scale:

(Effective 6/30/2005)

Salary iJx:reases are ~ to vary wid! age. ~le rates are as
follows:

Annual Rate of
Salary Increase

.0850

.0725

.0650

.0550

.0475

.0475

.0450

.0400

.0400

.0400

ArB
20
25
30
35
40
45
50
55
60
64

The ~ rate and saJary ~ons are based 00 an inflation rate of
3.00/0.

A~ ASSlm.,hom:
(Effective 7/1/1989)

Spou!e Age:
RemlIriage Rates:
Olildren:

p~ Married:

HusbaIMi assunm 4 )'earS older than wife
None
Joint and survivor benefits loaded 4% for
chilch'en
Males 750/0, females 75%

Retirees am Beneficiaries

Mortality Ratcs for
R~ and Disabled
Me~ and Beneficiaries
(Effective 6/3MOOS)

ServiceM~
Male FemIJe

0.005237 0.002567
0.009296 0.004894
0.016771 0.~522
0.027519 0.015138
0.042934 0.025393
0.070133 0.043875

Disabled
Male

0.007168
0.011857
0.021219
0.034532
0.057392
0.090670

Au
ss
60
6S
70
7S
80

The nmta1ity rates for service ~ii are based on d1e 1994 Unimmed Pensioners Generational Mortality table iJx:reased by a
5-year projection in 2005. 111e GAM 1983 table is set forward four years and reduced by 10 percent for disabled iTg-~-u.

54

Menms
Female

0.003267
0.0054S9
0.009337
0.018033
0.0329S9
O.O54SSS



~Q0
E

 
=

P
- 

~
'" 

~
£ 

~
- 

Q
~

 
Z

E
 

-<
~

 
~

';:' 
Z

~
 

0
~

"O
-

-", 
a 

E
-

3-~
~

ra-~
-~

~Q
.~

~
E

 
~

~
~

~
-<

~
o~

~
.5 

-<
o~

-
C

ocu=
"O

~
-<

a'O
~

~
aE

-
.=

 
.- 

u
~

u-<

;..:.
V

I
00~0M;:0~.--U~~~.2-0

.. 
~

'" 
'"

~
 

to

~
 

e
0>

 
to

~
 

."?:
0>

'0
>

 
.-

.- 
of

u 
0

-<
 

e
"'0

c2 
=

'" 
to

~
 

."?:
~

";

?;-~
:a 

e

:e=0 
to

~
.g

'0 
'"

a 
2;to

?;-..
.- 

0>
";-a.
~

 
~

~
cn

~0'"
c.!-
og:Jc=0rot!. -=

1
0 

1U
I 

G
)

~
 

0

~c0;Z
;

~
I

0 :=
. .-

C
o;. 

.0
0 

cO
. 

II)
~

 
.-

c 
0

;,::j

c~0
1

co!. 
:: 

0 
.-

IG
) 

.u
.5 

.~
...J 

0
.=0Z

J~!~

\0r-.

800;0M~N0000-0-\0000;0~NN<
:>

8;<
:>

(0'\
~g'0ci0M

0---000;0r--
~M08.00-0\08;0Nt"I

S8ci0M~O
t'\

0cion<
"I

~-000;0Q
\

~M000;0(")
(")
~~0~O

t')
000;0-,-~N

;
-f'\'
0;

0(
~0M

M.,..,
N0000-0\II")
000.0\0-~N00I::>"f"
-0--(:>
0;(:>f'\~~-00on""

orI
~M000;0r"I
0-~:50.000\0\M0C

!
00~-g000~0-0;0~

55 MM~00;00\00M8;0In-In~00;0-V
\

\Dg0Sf"'I00;0It")
v

NI-M000;0V
I

~-M00;000~00;000~N000~r--
01"\
r--
~0ci0IrI

00M0g0g~g0;0~\0\0~0;0\0~00.:>t"I
t"I
0~~0V

I
V

I

0\01"\
-000.0--<

:>
\0<

:>
0;<

:>~<
:>

M\0<
:>

0;<
:>

N\0--000~t"\
t"\
.qo
~000\Q

N\000000~~00;0MV
\

M\000;0N-~08;0M~~g-0~

>
.

~~Q
)

()~'CQ
)

C
o

>
<

Q
)

~.~:a()(U

V
)

00N0f"\Q
)

C=-.Q
)

~-C0~
Q

)
(II
(U

.0Q
)

..~~!.(II

:s§c~0~
(II
Q

)

;g~.00..C
o

::<

~-~f0-Q
)

:0-O
il

-- 
~

I;:

'" 
Q

)
.- 

c

~
 

..8

Q
.-:S

.- 
tU

.~
 

Q
)

~
 

~

Q
.~

C
 

~
Q

) 
c.!-

.to 
0

~
 

I

0 
g

... 
--

Q
) 

-

N
 

"t;-

O
 

.-
- 

-

-0 
:E

Q
) 

tU
U

 
'"

;3 
--

-0 
~

., 
.!.

t: 
'"

Q
) 

0

a 
~

~
 

.g

c 
,0

Q
) 

0'
e 

0
Q

) 
on

... 
.

u 
0

-8 
~

~
-g~
 

0
tU

 
-

.e 
r.:=

.to 
Q

)
.~

 
c

~
 

~
- 

'"



Fire and Police Employees' Retirement System
City of Baltimore, Maryland
AcrUARIAL ASSUMPTIONS RETIREMENT RATES

The retirement rates are assumed to be affected by whether or not a member participates in DROP. Members that do not
join DROP are assumed to have retirement rates that vary by service until age 50. Thereafter, they are assumed to vary
solely by age. It is assumed that 900/0 of members will elect to participate in DROP. Retirement rates are as follows and
reflect possibilities of retirement with and without DROP rates (Effective 6/30/2005):

Non-DROP Rates Until Age 50
(with 90% reduction)

Years of Non-DROP
Service Retirement Rates

20 4.()08/O
21 0.76
22 0.76
23 0.97
24 1.13

2S or more 1.13

Non-DROP Rates After Age SO
(with 900/0 reduction)

Non-DROP
~ Retirement Rates
SO 1.27 %
51 0.93
52 0.93
53 0.94
54 1.17
5S 1.46
56 1.38
57 1.38
58 1.38
59 1.39
60 2.12
61 1.72
62 2.S5
63 2.55
64 3.23
65 100.00

Full DROP Rates
Years After

Electing DROP
1
2
3
4

4.5
5
6
7+

DROP
Retirement Rates

4.00%
3.00

10.00
4.00
0.00

35.00
18.00
40.00

56



Fire and Police Employees' Retirement System

City of Baltimore, Maryland
SCHEDULE OF ACTIVE MEMBER V ALVA TION DATA

% Increase

-In Average Pay
Annual

Average Pay
Annual

- Payroll
Valuation Date

June 30 Number

--8/.$36,672$173,825,5534,740

0.436,83376,872,8964,802

4~~38,432185,816,9564,835

2.839,497183,068,1114,635

3.640,926191,003,1564,6672000

S..143,015209,527,8254,8712001

8.646,725227.785.0324,8752002

7.950,402245,711,3634,875

0.250,491241,245,1984,778

.3..452,199244,814,8914,690

~.,
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
ANALYSIS OF FINANCIAL EXPERIENCE

Gains and Losses in Accrued Liabilities During Fiscal Year
Resulting from Differences Between Assumed Experience and Actual Experience

Tvpe or Activity Gain or (Loss)
for F~cal
Year 2004

Gain or (Loss)
for Fiscal
Year 2005

$( 11,083,587) $(1,612,530)Age and Service Retirements
If members retire at older ages or with lower fmal average
pay than assumed, there is a gain. If younger ages or
higher pays. a loss.

(5,674,129) (11,359,179)Disability Retirements
If disability claims are less than assumed, there is a gain. If
more claims, a loss.

(64,676) 522,851Death-in-Service Benefits
If survivor claims are less than assumed, there is a gain. If
more claims, there is a loss.

(151,054) ,100,847Withdrawal From Employment
If more liabilities are released by withdrawals than
assumed, there is a gain. If smaller releases, a loss.

21,530,836 (821,970)Pay Increases
If there are smaller pay increases than assumed, there is a
gain. If greater increases, a loss.

12,403,666 6,456,368Investment Income
If there is greater investment income than assumed, there is
a gain. If less, a loss.

(710,281) (283,801)Death After Retirement
If retirees live longer than assumed, there is a loss. If not
as long, a gain.

(1,852,146) (1,892,115)New Entrants
New entrants create a loss because they were not assumed
in the previous evaluation.

(9,962,017) 5,871,030Other
Miscellaneous gains and losses resulting from data
adjustments, timing of financial transactions, valuation
methods, etc.

$ 4,436,612 $ (2,018,499)Gain or (Loss) During Year From Financial Experience

(\()



Fire and Police E"1>loyees' Retirenx:nt System

City ofBaItirnore, Maryland
SUMMARY OF PLAN PROVISIONS
For the Year Ended June 30, 2005

EFFECflVE DATE:

The System was established July I, 1962, and has been an.:nded periodically.

EUGIBILITY:

Any unifomled officer of die Police or Fire Departments shan beconx: a u~i as a condition of ~Ioyment

MEMBER CONTRIBUTIONS:

Members contnoute at the rate of 6% of regular co~tion for their entire period of service. Contn"butiom are treated as
nmde by the ~loyer and are nmde to dte system pre-tax according to Section 414(h)(2) of the Internal Revenue Code.

Members of the Employees' Rctireii~11t System who transferred to d1is System after July I, 1967, arxI did not make up the
cOnb1Dutiom which would have been made from July I, 1962, are to have their retir~ut allowance reduced by the
actuarial equivalent of the deficient conb1butions widt interest

4. COMPENSA 110N:

(A) Earnable Compensation is all usual compensation including lodging, subsistence, etc. When compensation is oot
paid in nK>ney, the Board of Trustees shall fix the value of that part of compensation.

(B) Average Final Compensation (AFC) shall ~ die highest average aImuaI ~tion for eighteen consecutive
months of service during which dte member's earnable COInpensation was highest.

s. MILITARY SERVICE CREDIT:

(A) A maxjnnnn of three years service credit is granted provided dieMilitary Service Prior to Employment:
~r bas acquired:

(1) 10 yean of service and attained the age of 50; or

(2) 20 ~ of service, regardless of age.

(B) Military Service Within Employment: Upon retirenx:nt or dead1, any ~ who had a break in ~Ioyn.:nt
due to military duty, shall receive service credit for d1e period of absence as provided by die Veterans'
R~lo~nt Rights Act.

6. SERVICE REnREMENT:

(A) Eligibility Requirements:

(1) For members as of J\Ule 30, 2003

(a) age 50, regardless of years of service credit; or

(b) regardless of age, 20 years of service credit.
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Fire and Police Employees' Retirement System
City of Baltilmre, Maryland
SUMMARY OF PLAN PROVISIONS
For the Year Ended June 30, 2005

(2) For employees who beco~ nx:mbers on or after July 1, 2003'

(a) age 50, with at least 10 yeaJS of service as a conbibuting member of this system; or

(b) regardless of age, 20 years of service and at least 10 years as a contn"buting i1c.i1~ of this system.

(B) Benefit Amount: The StUD of:

(1) an annuity of the actuarial equivalent of the member's acCUmllated contn"butions and interest; plus

(2) a pension, which together with the annuity, shall be equal to 2.5% of the member's average fmal
con;>eusation for each of the first 20 years of service; plus

(3) 2% of the member's average final compensation for each year of service in excess of 20 )'aIS.

NON-LINE-oF-DUTY DISABILITY REnREMENT:

(A) Eligibility Requirements: Five years of membership service and detem1ined by a hearing examiner to be ~ta11y
or physically incapacitated for the perfOnmlx:e of duty aOO dlat such incapacity is likely to be pe~t

(8) The sum of:Benefit Amount:

(1) an annuity of the actuarial equivalent of the member's acCumllated contrIbutions; plus

(2) a pension which together with the armuity, shall equal 2.5% of the member's average final compensation for
each year of service up to 20 years; plus

(3) 2.00/0 of the member's average final compensation for each year of service in excess of20 years.

(4) The total of this benefit shall not be less d1an 25% of average fmal co~tion.

(C) Offset to Retirement Allowance:
System after July I, 1970.

This allowance is offset by workers' compensation, if member entered the

8. LINE-OF-DUTY DISABILITY RETIREMENT:

(A) Eligtoility Requirements: ~diate eligibility upon meDi>ership in die System aIKI deiQfiliiied by a hearing
examiner to be incapacitated for the fiu1her perf~e of duty, aIKI the incapacity resulted from an injwy
occurring while in the actual perfolmanCe of such duty without willful negligence.

Should such disability further result in extensive brain damage causing total incapacity or in the loss of or the use of
both hands or both anm or both feet or both legs or both eyes or any two thereof, an additional pension will be

payable.
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Fire and Police Employees' Retirenx:nt System
City of Baltimore, Maryland
SUMMARY OF PLAN PROVISIONS
For the Year Ended June 30, 2005

(8) Benefit Amount:

(I) The sum of:

(a) an annuity of the actuarial equivalent of the ~n'tJer's accmmJIated contn"butions; plus

(b) a pension equal to 66.667% of the member's average final compensation.

(2) If the member's disability ~ in extensive brain damlge causing total incapacity or in dte loss of or dte
use of both hands or both ~ or both feet or both legs or both e)'eS or any two thereof, an a<ktitional
pension is paid so that the retirement allowance is equal to 1000/0 of compensation at the tim: of retireD:M:nt.

Offset to Retirement Allowance:
System after July I, 1970.

This allowance is offset by workers' compensation, if meni>er entered die

9. TERMINATION OF EMPLOYMENT:

(A) Eligibility Requirements: RenX>ved from a position without fault after 15 years of service for an immediate
benefit; otherwise a refund of acCUID11ated contnootions and interest if not eligible for any otJ:w::r benefits.

(8) Benefit Amount: Detennined the ~ as if the ~ bad retired on a non-line-of-duty disability retirement
allowance.

10. MAXIMUM ALLOWANCE AND OYl'lONAL MEmoDS OF RECEIVING BENEFIT PAYMENTS:

(A) Maximum Allowance: Upon death, 500/0 ofdJe retiree's maximum allowance is paid to the unmarried
spouse provided they bad been nmIried for one year prior to retirenM:nt or five
years beginning before or after retirement If there is no qualified spouse, the
aIlowaoce will be paid to any minor and umnarried children until the last child
nmIries, dies, or attains age 18 (age 22 if a full-time student). All other options
will result in a lesser 8nK)UDt paid

(8) Reserve Guarantee Option: Upon retiree's death, a cash refund to retiree's designated beneficiary based on
present value of allowance at retirenx:nt less paynx:nts made.

100% Joint and Survivor Option: Upon retiree's dead1, 1000/0 of retiree's allowance to continue to designated
beneficiary.

(D) 50% Joint and Survivor Option: Upon retiree's death, 500/0 of retiree's allowance to continue to designated
beneficiary.

(E) Specific Benefit Option: Upon the retiree's death and subject to the approval of the Board of Trustees,
the member's designated beneficiary will receive:

( 1) a specific ~ S\UI1 8fiX)UDt; or

(2) a specific periodical allowance.

These options are available for service, termination, non-line-of-duty disability, and Iine-of-duty disability retiIeDx:nt. The
option a1xI/or beneficiary may be changed widrin thirty days after re~t.
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Fire and Police E~loyees' Retiren.:nt System
City ofBalriDX>re, Maryland
SUMMARY OF PLAN PROVISIONS
For die Year Ended June 30,2005

11 NON-LINE-OF-DUTY DEA rn BENEm'S:

(A) Member who dies while actively ~loyed but whose death does not qualify as a line-Eligibility Requirements:
of -duty death.

(8) Benefit Amount:

(1) Lump-sum benefit: The ~mber's accwmlated contnoutions and if the rneni>er has o~ or DX>re years of
service, 50% of die greater of the u.;;niler's CUIIent amIUa1 earnable co~tion or average final
co~tion shall be payable to the member's designated beneficiary or as specified by the plan provisions.

(2) 25% plus benefit: In lieu of (1) above, if the nanber had at least two years of continuous service, an
amwal sum equal to 25% of tile JJv:rIm'S Iegu1ar gross co~tion, plus 1.5% of tile ~r's regular
gross co~tion for each year of service in excess of two years. This benefit is not to exceed 50010 of die
nx:mber's regular gross co~tion. This benefit shall be payable to:

the member's spouse to continue for life or remarriage; or(a)

(b) the member's minor children equally until that child attains age 18 (age 22 if a full-time sttJdent).

(3) 1000/0 Survivorship benefit: If the UKOU;.xr was eligible for a service ietireuKOot and die uK;il.1'>er'S designated

beneficiary is his spouse to whom he was mI.rried for at least o~ year before die date of his death, or his
surviving parent, such be~ficiary may elect to receive in lieu of (I) and (2) above, an allowance equal to the
8nX>uot that would have been paid under the 1000/0 Joint and Survivor Option.

Offset to Retirement Allowance:
System after July 1,1970.

This allowance is offset by w<H'kers' compensation, if member entered die

12 LINE-OF-DUfY DEATH BENEFITS:

(A) Eligibility Requirements

(1\ Inmx:diate eligibility upon ~hip in the System and determined by a bearing examiner dJat dJe
rrrJli:JeJ's deadl arose out of and in dJe cowse of the performance of duty, without willful ~gligence on the
part ofd1e member; or

(2) A member has been granted a line-of-duty disability and dies within five years as a result of die last injmy
dJat resulted in a line-of-duty disability retirenx:nt

This benefit will consist of:Benefit Amount:

a refimd ofdte rrr;n)ber's acCUImlJated contrIbutions and interest to the member's designated beneficiary or as
specified by the plan provisiom, and

(1)

(2) a pension of 1000/0 of member's current compensation to be paid to'

(i) The member's surviving spouse to contilWe for life; or

If no surviving spouse or dIe spouse dies, dIen equally to the ~s minor child or children until
dJat child attains age 18 (age 22 ifa ful1-tinx: student); or

(ii)
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Fire and Police Employees' Re~t System
City of Baltim:>re, Maryland
SUMMARY OF PLAN PROVISIONS
For the Year Ended June 30, 2005

(iii) If no surviving spouse or minor child or children, then to d1e i]x;iJlJei's swviving dependent parents,
to continue for life.

Offset to Retirement Allowance:
System after July 1, 1970.

This allowance is offset by workers' compensation, if merJi>er entered the

13 DEFERRED REnREMENT OPTION PLAN (DROP):

Eligibility:(A)

(1) for members as of June 30, 2003, a ~ mISt have acquired 20 or ume yeatS of service, regardless of
age.

(2) for employees who bec~ Dx:niIers on of after July I, 2003, a ~ nwst acquire 20 or ImIe years of
service with at least 10 years of service as a contributing ~ of this system and regardless of age.

(3) an application mISt be filed not less than 30 days, nor nX>re than 90 days. before the date the DROP
participation will start.

(4) a member who terminates ~lo~ ~tely beco~ ineligIble to participate or to continue to
participate in the DROP.

Term of DROP:

The mIXimJm period of ~ that a ~ can participate in the DROP is a single tenD of three consecutive years
beginning on the ~r's DROP start date.

No Service Credit While in DROP:(C)

A DROP participant renmins a ,Jx;nmer of dJe F&P, but is not credited widt F&P service.

Except for Intermediate DROP Retirenx;ut Benefits. coD1'CDSation during the il8;;-uk.ts DROP participation period
shall be disregarded in calculating the IIr.nVJef'S AFC.

(D) Ending DROP Participation:

(I) If a ~ tem1inates service an~ dwing or at d1e end of the three-year DROP period, his participation
in the DROP ends automatically.

(2) A UKOUOO nmy elect to erxI his participation in the DROP on either the first or secooo amriversary of his
DROP participation start date. The election ImlSt be made by filing an application with the System at least 30
days in advarx:e of the first or secooo amriversary of the rteJriber's DROP start date.

(3) A ~ who continues ~lo~ after temJinating participation in the DROP shall res~ earning
service credit in the F&P.

(4) Once a meni>er tenninates participation in d1e DROP, the JJY:JriJer C3lUlOt again participate in the DROP at a
later date.
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Fire and Police Employees' Retirement System
City of BaltiD»re, Maryland
SUMMARY OF PLAN PROVISIONS
For die Year Ended June 30, 2005

If a member retires at the end of his participation in the DROP, begins receiving DROP re~nt benefits,
aJKi is then Ie~loyed in a position covered by d1e F&P, all DROP re~t benefit paynK:nts will be
suspended until the member's later retir~t.

(5)

(E) The ~s DROP accowrt shall consist of:DROP Account:

(1) For each full year of a rncmber's DROP participation, an aIIX)\mi equal to d1e annual service reiiJ:i;~t
allowaoce ~ uy:JJM would have received bad the n.:mber retired from service and begun receiving his
maximJm retirement allowaoce;

For each partial year of a nr;D'Der'S DROP participation, an anX>uot equal to a nx:ui>er's pro-rated annual
service ietil-eUEut allowance;

(2)

(3) A separate sub-accotmt consisting of the member's regular nmndatory contributions: aOO

Interest compow1ded annually at 8.25% \Ultil the ~er terminates from service.(4)

(F) DROP Benefits:

(1) Basic DROP Benefit

A ~ber who tenninates service during, or at die conclusion of a DROP period, will receive:

the service retirement benefit the member would have received if the ~ had retired on the date
his DROP participation began; and

(a)

(b) the balance in the uKiilfti'S DROP aCCO\Ult

Intennediate DROP Retire"~nt Benefit:(2)

A n¥:Inber who continues working following the conclusion of the DROP period and tenninates service
within 18 nX>nd1s after the DROP period has ended. will receive:

all benefits under the Basic DROP Benefit;(a)

3.5% of the member's AFC for each year of service credit following DROP (taking into account the
~s co~tion while in DROP), not to exceed 18 DDntbs; and

(b)

2% of d1e member's AFC for each year of service not already included in the calculation of the
IrelliJel's i~tireDa1t benefit wxIer (a) aIxi (b).

(c)

(3) Full DROP Retirement Benefit:

A nx:mber who continues working following participation in the DROP and tenninates service 18 or DK)Ie
~ after d1e DROP period has ended. will receive:

the full service retirenx:nt as of the ~mber's actual date of retire~t, excluding the rreni>er's ~
while in the DROP; plus

(a\

.5% of the menDer'S AFC for each year of service credit earned by err{)1oynx:nt following DROP,(b)
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Fire and Police E~loyees' Retirenx:nt System
City ofBaltim>re, Maryland
SUMMARY OF PLAN PROVISIONS
For the Year Elxied J\me 30, 2005

not to exceed four yeaxs; and

(c) the balance in the ug-lkr's DROP acCO1Dlt

(4) Non-Line-of-Duty Disability:

(a) Any member who retires on account of a non-line-of-duty disability during or at the end ofhis DROP
period will receive the Basic DROP Benefit.

(b) Any nEmber who retires on account of a non-line-of-duty disability within 18 ItX)ntbs after the end of
his DROP period win receive the Intemmiate DROP Benefit

(c) Any n:ernber who retires on account of a non-line-of-duty disability 18 or ~ nxmdlS after the end
ofhis DROP period will receive dJe Full DROP Benefit.

(5) Line-of-Duty Disability Benefit:

Any member who retires on account of a line-of-duty disability during or after his DROP period will receive
die line-of-duty disability benefit consisting of: an aIUluity of the ~mber's accumIlated contnoutions am
interest. plus 66.6670/0 of current AFC. This benefit will be paid instead of any DROP retirement benefits,
am the ~ will not receive dJe balance in his DROP account.

(6) Non-Line-of-Duty Death Benefit:

The non-line-of-duty deadt benefit payable to a ~ who dies during or after his/her participation in
DROP will equal d1e regular oon-line-of-duty deadt benefit. plus dte balance of dte nx:mber's DROP account
provided that if dte member's surviving parent or spouse elects to receive a 1000/0 Joint and Survivor deadt
benefit. d1e service allowance portion of dJe deadt benefit sI¥>Uld be calculated by using dte DROP re~t
benefit which would have been payable to the member as if the member had retired at such time.

(8) If a beneficiary of a deceased DROP participant elects to receive the l~ StUD non-line-of-duty death
benefits, such beneficiary mISt receive the balaoce of the deceased n-=mbe1's DROP account in a
lump sum payment; or

(b) If a spouse or surviving parent of a deceased DROP ~ elects to receive die non-line-of-duty
death ~ benefit, such beneficiary may elect to receive ~ ba1aoce of the deceased ~s
DROP acCO\Ult in a lump sum pa~ or in periodic paynx:nts.

(7) Line-of.Duty Deadl Benefit

The line-of-duty death benefit payable at the death of a D:eniJer who dies during or after his participation in
t1¥: DROP will equal either oft1¥: following as elected by die ~s beneficiary:

(a) die regular non-line-of-duty deadl benefit including DROP benefits as descn"bed above; or

(b) die line-of-duty death benefits payable as dtough d1e ~ had never participated in d1e DROP.
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Fire and Police E~loyees' R~t System
City of Baltim)re, Maryland
SUMMARY OF PLAN PROVISIONS
For the Year Ended June 30, 2005

(8) Benefits for Re~loyed DROP Participants

If a rrv:mber receiving DROP reiireilxnt benefits is re~loyed in a position covered by me F&P,
and then later receives a service or disability retire~ the n:v:;mber will reswre receiving the DROP
benefits which had been ~ at the ~ of ~lo~t Additionally, the ~ will
receive 2% of the m::mber's AFC for each year of service credit earned during d1e re-emplo~t
period.

(a)

(b) If a meDiJer receiving DROP re~t benefits is re~loyed in a position covered by die F&P,
and then dies during e~lo~t, the ~s beneficiary would receive a non-line-of-duty death
benefit. This re~loynx:nt death benefit would also apply to line-of-duty deaths.

(G) DROP Post-Retirement Benefit Increases:

(1) A n:v--mber who retires during or at dJe end of a DROP participation period, will have that DROP
participation period co1D1ted toward eligibility for post-retiretrent benefit increases.

(2) A member wOO continues working at the end of a DROP participation period will not have dJat DROP
participation period counted toward the eligibility require~t for post-re~nt increases.

(3) Post-retirement benefit increases for fo~ DROP participants are applied prospectively.

(H) Form of Payment of Benefits from DROP Account:

A nx:mber (or a beneficiary after the deadt of the ~ in service) can choose to ~ive the total balance of tile
DROP account as:

(1) one hm1p swn after the nx:mbeI's fetireuX;flt; or

l2\ periodic paynK:nts in the ~ fOInl as d1e UKOnmer bas elected to receive his retiJement benefit

POST -RE'OREMENT BENEnT INCREASES:14.

Benefit increases are autonmticaUy provided to certain retirees and beneficiaries when investrI.:nt perfommnce, deternJiDed
as of each June 30, exceeds 7.5%. Only retirees and their beneficiaries, who have been receiving periodic benefit pa~nts
for two or DX>re years as of the June 30 detennination date, are eligible for the increase. The actuarially determined iocrease
is payable as equal percentage increases co~cing the January 1 following the June 30 inves~t performance
determination date.
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
REVENUES BY SOURCE

Employer Contn"buti~
% of Covered

Amount Payroll
Member

Conbibutions Total

1996 S Z25,O15,384 $19,009,746 $10.749.89]10.9"8 S 254,775,111

320,410,802 9,305,246 5.3 6,800,174 336.s1~.222

361,140,063 13,830,605 7.4 7,428,959 382,399,627

200,443,433 268,139 o. 8,381,576 209,093,148

2000 154,616,410 235,272 0.1 9,470,800 164,322,482

2001 (90,727,720) 217.340 (78,983,749)0.1 i .S26.631

(11S,490, 252,220 (100,996,851)1) 0.1 14,241,040

2003 44.637,303 34.678,878 14. 15,159,112 94,475,293

2004 222.720,518 42.699,166 17.7 15,421,154 280,840,838

218,687,126 48,666,701 19.9 282,713,75815.3'9,931

Note: Employer contributions were made in accordance with actuarially detennined contribution requirements
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
EXPENSES BY TYPE

Administrative
Expenses

DROP
Payments

Fiscal
Year

Retirement
Benefits

TotalRefunds

$ 80,327,712$1,220.513$ 964,535$ 78,142,6641996

89,333,005,287,070858,03787,187,898

94,542,3421,367,835849,414$ 1,346,86392,325,093

127,396,270,476,168877,48525,901,33299,141,285

130,596,1891,087,7981,078,87512,934,599115,494,917

129,585,517,284,702804,08411,148,700116,348,031

128,546,4701,520,942800,8987,545,984) 18,678,646

135,338,017,562,487,059,15012,147,757120,568,623

154,929,6781,905,1631,093,50424,494,758127,436,253

162,371,1152,143,390,403,44922,253,341136,570,9352005
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Fire and Police Employees' Retire~nt System
City of Baltimore, Maryland
SCHEDULE OF REnREES BY ATTAINED AGE AND TYPE OF REnREMENT
For the Year Ended June 30, 2005

TYPE OF RETIREMENT*

Number of
Recipients ..2..~~ ~ -1-

2.3:

16521

8 3143 2

20 5033 210540-44

431 IS232 17345-49

18 48366433

801 2S829 723

84552 39675

246 71587 468

98 1400 S255!

11 11311 4675-79 435

4426247 17780-84

-D-8l :l85 and up -1Ql

m ~~ .JQ§~ .§

Average Annual
Benefit ~27_189 $48.336$30.897 $24.386 $16.345$29285

.T~ of Retirement
0 - Nomml retirement for age and service
2 - Discontinued service
3 - Non-line of duty disability
4 - Line of duty disability
9 - Line of duty disability, 100% of compensation
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Fire and Police Employees' Retirement System
City of Baltimore, Maryland
SCHEDULE OF DROP RETIREES BY AU AINED AGE AND TYPE OF REnREMENT
SCHEDULE OF DROP BENEFICIARIES BY AUAlNED AGE AND TYPE OF REllREMENT
For the Year Ended June 30, 2005

Schedule of DROP Retirees by Attained A2e and Type of Retirement

TYPE OFRETIR EMENT*
Number of
Recipients

15
118
218
367
224
91

~

~
40-44
45-49
50-54
55-59
60-64
65-69
70-74

-.Q. ..4
15

112
211
361
221
91

..1l

6
7
6
3

Totals LQ.14 ~ ~
Average AImual

Benefit $36,581 $36,561 $37,477

Schedule of DROP Beneficiaries by Attained A2e and TVDe of Retirement

OFRE
Number of
Recmients~

40-44
45-49
50-54
55-59
60-64
65-69

..2. l .4. .§.. .1b... ~

2
11
13
4

J.

7
6
4

2
4

1.
11

z
Totals ~ 12 ~ .1 I 1

Average Annual
Benefit $17,886 $10,578 $14.395 $27,396 $25,621 $21,991 $53,051

*Type of Retirement
0 - Nonml retirement for age and service
3 - Non-line-of-duty disability
4 - Line-of-duty disability, no DROP account paid.
6 - Non-line-of-duty death, member eligible for service retir~t at death
7b - Non-line-of-duty death, 25% of compensation, plus 1.5% of compensation for each year in excess of two years.
8 - Line of duty death, no DROP account paid.

if
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